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STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


MONDAY, JUNE 14, 1954 


Unirep States SENATE, 
ComMiITTER ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to call, at 10:05 a. m., in room 301, 
Senate Office Building, Senator Homer E. Capehart (chairman) 
presiding. 

Present: Senators Capehart, Bennett, Bush, Payne, and Frear. 

Also present: Henry F. Holthusen, general counsel; Raymonde 
Alexis Clarke and Donald L. Rogers, assistant counsel. 

The Cuarrman. The committee will come to order. The first 
thing we are going to do is finish the hearings that we started some 
weeks ago in respect to the Export-Import Bank. Mr. Lynn U. 
Stambaugh, Deputy Director of the Export-Import Bank, will intro- 
one memoranda and exhibits for the record. Me has quite a lot of 
them, 

I think we will proceed to ask you, Mr. Stambaugh, if you will, to 
introduce those for the record and make any comments you care to 
make on the respective pieces of literature or charts or documents or 
whatever it is that you introduce. That will temporarily close our 
study, and we will then have the record printed. 

The minute this is ended we will immediately get into the Export- 
Import Bank bill which Senator Maybank and I introduced on 
Friday. We would like to finish that by Friday of this week and get 
it reported favorably before the end of the week. However, if there 
are any witnesses who care to be heard either for or against it, we 
will either try to hear them in person or we will certainly permit them 
to file statements. I wish the record would show that, that anyone 
wishing to be heard in respect to this new legislation introduced by 
myself and Senator Maybank, we will hear them or they can file 
statements. 

What we will proceed to do now is to close the hearings, not close 
them, temporarily close the hearings on our study, which will be 
printed, and then as soon as that is ended we will start the hearin 
on the new Export-Import Bank legislation which, by the way, Mr. 
Clerk, I want to be a separate volume. I want nothing in the printed 
volume that will go to the floor of the Senate except the hearings on 
S. 3589. I want to start that myself, but I will wait until we finish 
with this. 

Why don’t you proceed, Mr. Stambaugh, in your own way, and 
let us place in the record all the documents and charts that you 
—— have worked up for us, which we certainly want you to 

now we appreciate very much. You have spent a lot of time and 
effort on it. It was very well done. Why don’t you just proceed? 
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STATEMENT OF LYNN U. STAMBAUGH, DEPUTY DIRECTOR, 
ACCOMPANIED BY ARTHUR M. ANDERSON, ACTING SECRE- 
TARY AND ASSISTANT TREASURER; A. CARL CASS, CHIEF, EN- 
GINEERING DIVISION; WILLIAM M. WALKER, ENGINEER, ENGI- 
NEERING DIVISION; EDWARD S. LYNCH, CHIEF, ECONOMICS 
DIVISION; AND VICTOR F. HASENOEHRL, EXAMINER; EXPORT- 
IMPORT BANK 


Mr. StamBpavuen. Mr. Chairman and gentlemen of the committee, 
may I ask you first, Mr. Chairman, whether or not you want General 
ge to appear in these hearings or later when you are on the 

ill? 


The CHarrmMan. That is entirely up to General Edgerton. 

Mr. Srampavueu. The arrangements are for him to come this 
morning. 

The CHarrMan. He can appear later and testify on the bill. Is 
that what he wishes to do? 

_ STaMBAuGH. He wishes to do what the committee wants him 
to do. 

The CHarrMan. Suppose you proceed and finish and then General 
Edgerton can be the first witness on the bill, if that is his wish. 

Mr. StamBavuaH. I am not speaking for him. 

The Cuarrman. Is he available today? 

Mr. StampBavueH. He is available to come today. 

Mr. Houtruusen. He has already testified on the study itself. 

The CHarrman. I know. He has already testified on the study. 
Let me have a list of the witnesses on the bill. We have just one 
witness on the bill. That is General Edgerton. You will be finished 
about how soon? 

Mr. Stampavueu. In about an hour. 

The CuarrMaNn. He should be here by 11 o’clock, because he is the 
first witness on the bill. We will proceed, then. 

Mr. SrampBauen. First, I would like to say that these exhibits that 
we are about to present to the vommittee to be placed in the record 
are prepared at the request and under the direction of the counsel for 
the committee and are designed to give the committee a complete 
picture of the past operations and the potential of the Export-Import 
Bank, if it carries out the function that the Congress has assigned 
to it. 

The first exhibit is composed of a list of 18 memoranda prepared by 
various members of the staff of the Export-Import Bank upon various 
subjects selected by the committee counsel. With the Chair’s per- 
mission, I will simply present those 18 memoranda to the committee, 
as you have them there before you. You also have a list of them. 
So it is hardly necessary for me to go through a description of each one. 

The CuarrMan. Without objection, they will be made a part of the 
record. 

Mr. Srampavenr, With each memorandum there is a biographical 
sketch of the author. The first is entitled, ‘‘Foreign Investment and 
United States Foreign Trade,’ by Edward S. Lynch. 

(The material referred to follows:) 
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Lynch, Edward Stephen: Economist, b. Holyoke, Mass., October 5, 1911; 
a. Edward J. and Katherine V. (Moriarity); A. B., Amherst College, 1931; 
M. A., 1934, Ph. D., 1936, Harvard University; m. Anna M. Azzariti, August 3, 
1946. One daughter, Julia Maria. Instructor, Princeton University, 1935-38; 
Asst. Prof. Economies and Economic Advisor to Engineering Experiment Station, 
Towa State College, 1938-42; Consultant to the Iowa Commerce Comm., 1938—40; 
Consultant on Industrial Location and Transportation to National Resources 
Planning Board, 1940-42; Prin. Econ., U. 8. Board of Investigation and Research, 
1942; Head Industrial Analyst and Chief of Transportation Studies, U. 8. War 
Production Board, 1942-43; U. 8. Army, 1943-45; Chief of Requisitions Branch, 
Allied Commission, Italy, 1945-46; Chief of Supply Operations, UNRRA Italian 
Mission, 1946; Chief Economist, International Bank for Reconstruction and 
Development, 1946-48; Economie Advisor, Export-Import Bank, 1948-50; 
Financial Economist (international), Export-Import Bank, 1950-53; 1953, Chief 
Economics Division, Export-Import Bank. Phi Beta Kappa. Articles in various 
economic journals and contributions to U. 8. Government publications. Home, 
5302 Carlton Street, Glen Mar Park, Maryland; Office, Export-Import Bank, 
Washington 25, D. C. 


ForeIGN INVESTMENT AND UNITED States Foreign TRADE 
(By Edward 8. Lynch, Chief, Economics Division) 


Over the past 7 years the United States has exported abroad an average of 
$17.5 billion worth of goods and services annually. In payment we have received 
somewhat less than $11.7 billion worth of goods and services annually from the 
rest of the world. Thus, throughout these postwar years the export sector of 
our economy has faced the problem of finding financing for a trade surplus which 
has averaged over $6 billion annually. As indicated by the table below, the 
primary burden of financing the surplus, which has averaged over one-third of 
the total value of our annual exports, has been assumed by United States Govern- 
ment grants. 


Balance of international payments of the United States, 1946-52 
[Billions of dollars] 






































1946 | 1947 | 1948 | 1949 1960 | 1951 | 1952 | Total 
ee ——— ——— | —_—$___ | 
Exports of goods and services_.........-- titiod 14.7 | 19.8 | 17.0 | 16.0 | 14.4 | 20.2 | 20.7 | 122.8 
Imports of goods and services_................-....- } 7.0] 838/103) 96) 121) 151) 157) 781 

Surplus of exports. ........-..------.---.------ 7.7/11.5| 67] 641 23] 51 5.0] 44.7 

Means of financing export surplus: z 
New U. 8. Government grants. .............--. 2.5) 2.1) 27) 5&3] 44) 43) 421] 25.5 
Net U. 8. Government loans. ................ 2.3) 37] 2.3 ov 1 on 3 9.6 
Net private United States investment........... 4 .8 9 .6 1.3 9 -9 5.8 
Gold and dollar liquidation................-....- 19) 45 8 --|—-3.6 | —.4 |—-1.2 2.0 
Wil ctt ntiieiniinndnpaiinetiadinadpandininanet oaqnees .6 ne Leng —.2 ok ok 8 1.8 
DUR hihi nn Winks Hb sss dndibdduns | 7.7 | 11.5 6.7 6.4 2.3 6.1 5.0 44.7 

| } 





Source: U. 8. Department of Commerce. 


Less significant but nevertheless very important roles have been played by 
United States Government loans and by private United States investment, as 
well as by liquidation of holdings of gold and dollars by our trade partners. The 
significant fact, however, is that the United States economy has become adjusted 
to a trade surplus of hitherto unheard of magnitude. 

Throughout most of the postwar years our export surplus found its primary 
importance as implementation of the policy that it was in our national interest to 
bring about rehabilitation and economic growth among our allies abroad, among 
other reasons, because we wanted strong allies and economically strong trading 
partners. From a domestic viewpoint the surplus may well have represented a 
sacrifice on the part of the American people of goods and services that might other- 
wise have been consumed at home. It must be remembered that these were years 
of real inflationary pressure within the United States economy, and therefore had 
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exports fallen to the level of our imports, readjustments might well have taken 
place within our own economy to take up the slack. Recently, however, our 
export surpluses have come to have a meaning beyond that of sacrifice by American 
consumers in the interest of United States policy objectives abroad. 

United States policy objectives abroad still include strengthening our friends, 
although they have shifted in character as major sectors of the world economy 
recovered and our allies were able to adopt policies looking toward defense rather 
than primarily toward recovery and development. The really critical shift, 
however, is in the domestic implications of the export surplus. 

Evidence abounds that the day of inflationary pressure may well have passed 
and that the export surplus, far from being a contributing cause of inflation and 
sacrifice by American consumers, may soon become—if it has not already—a 
guarantor of full employment at home. In such a context elimination of, or 
decline in, that surplus might well have ramifications in the United States economy 
far beyond the export sector; moreover, through a reduction in our imports, the 
effect on the export sector itself may be multiplied. It is within such a context 
that the problem of financing the surplus becomes of paramount importance. 
At the same time, we should not lose sight of the fact that the export of capital 
which is translated into a trade surplus should also, by making them more produc- 
tive, increase the buying power of foreigners for our products, not only immedi- 
ately but in the long run as well. 

As in the past, it seems likely that a number of financial methods will be relied 
upon to meet our trade surplus. A general policy objective, however, will doubt- 
less be to limit use of grants so those cases where no other financial method is 
available. It is generally agreed that private investment should carry a much 
more substantial burden than has thus far been the case. As an interim device 
and as a measure to lay the base for future private investment, public investment 
will doubtless continue to play an important role. It is within this broad context 
that the operations of the Export-Import Bank of Washington will fall. 

Foreign investment has played a major role in the economic development of 
many countries and incidentally, therefore, in expanding the level of world trade. 
It has been invaluable to debtors and creditors alike. Although history shows 
many examples of bad or misplaced foreign investments, this is also true of do- 
mestic investment in this country. 

It is all too obvious why there has not been considerably more United States 
private investment abroad in recent years. The United States not only is a 
country which has enough capital to permit the making of substantial foreign 
investments; it is also sufficiently progressive to have many good alternate in- 
vestment opportunities at home. hese domestic opportunities have the further 
advantage of familiar political and legal systems and a reasonably sound and 
stable political and monetary system. There are undoubtedly many high-profit 
opportunities for investment abroad which have not been taken up in postwar 
years. That such foreign investments have not been made in greater volume is 
due largely to a combination of the elements associated with the estimation of 
risks. These include (1) sheer lack of knowledge of the risks, (2) clearly adverse 
elements surrounding the risks, and (3) disinclination to undertake less familiar 
risks. 

In the last few years there seems to have been an increasing correction of mis- 
conceptions abroad regarding the nature of American private investment and the 
terms on which it might be available. But however significant such improve- 
ment may be, it has done little more as yet than create greater understanding 
which may lead later to more positive action. The difficulties and the obstacles 
are many. Some are to be found in the sheer inexperience of other countries. 
Others are found in their unwillingness to concede not merely the necessity but 
also the desirability of certain fundamental kinds of assurance to the foreign 
trader and investor. 

Clearly defined treaty arrangements between ourselves and other countries are 
highly desirable, properly to set the stage for private investment. The absence 
of such treaty arrangements is sure to have a dampening effect on private invest- 
ment and tends to encourage a situation in which much of such investment as 
takes place is under particular and direct Government auspices on one or both 
sides. Without the background of generalized assurances of proper protection 
American investors frequently find it necessary to enter into direct arrangements 
with foreign governments with respect to their proposed investments. urther- 
more, in the absence of a clear treaty agreement regarding investment from abroad, 
foreign governments may rely even more heavily than otherwise upon a screen- 
ing process by an official administrative body and so on national planning. Per- 
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haps even more in point, since the decisions to be made are so dependent on offi- 
cial action and so involved in domestic politics, the foreign government is the 
more likely to choose to act as the principal in the transaction, that is, to become 
itself the enterpriser or the borrower. 

For American investors taken as a whole such conditions are by no means 
satisfactory. The problem of dealing with foreign governments on a multiplicity 
of problems is a difficult, costly, and time-consuming one at best. It is much 
more difficult and unattractive for the relatively inexperienced and the relatively 
small private investor. 

Furthermore, if private investment must depend upon official administrative 
decisions, if not upon continuing partnership with a foreign government, it tends 
to lose many of its virtues and much of its vitality. 

In these circumstances the present and potential role of public lending institu- 
tions or other public financial arrangements must be considered. There are only 
two public institutions of substantial importance in the field of foreign dollar 
finance—the International Bank and the Export-Import Bank. 

Certain differences between the institutions are to be noted. Principally, the 
International Bank is a United Nations institution dealing with the problems of 
its member countries and not simply an instrument of United States policy, 
whereas the Export-Import Bank is an agency of the United States Government, 
directly and immediately available to act in the solution of United States problems, 
Second, the International Bank deals solely with loans to foreign governments 
or upon their guaranties, whereas the Export-Import Bank, while not excluding 
the former type of operation, puts much greater emphasis upon dealings with 
private American exporters and investors and with private companies abroad, all 
without foreign government guaranties wherever feasible. 

The public lending institutions sometimes have been held to be competitive 
with private capital. It has been suggested that (1) in the absence of these 
institutions private lending would have undertaken at least a substantial portion 
of the investment made by these institutions and (2) in the absence of available 
public loan capital foreign countries, under the sheer pressure of circumstances, 
would have been forced so to put their economic and financial houses in order and 
to improve the climate for private capital that they would be able to attract on 
reasonable terms sufficient private dollar investment. It is, however, very 
doubtful whether the facts of the international situation support this view and 
whether, in the light of the immediacy of the needs that have arisen, it would have 
been in our interest to rely solely upon such private capital as has been willing 
to venture abroad. 

In fact, it appears that the activities of these lending institutions have been 
substantially noncompetitive with (actually complementary to) private capital. 
The overwhelming proportion of loans made by these institutions has been in 
fields, in situations, or to countries which are likely to be least attractice to private 
investors. This is true, for example, of loans for agricultural and forest develop- 
ment and for transportation and power; of loans for stabilization and balance-of- 

ayments purposes; and of loans to new and untested countries or governments. 
fn many such instances, if any loans were to be made, the risks could not easily 
be appraised privately and, if appraised, often would be peculiarly inappropriate 
and impractical for assumption by private capital. Furthermore, to the extent 
that such loans were sound by the narrow test of whether they will be repaid (a 
test thus far met successfully), the activities of the public lending institutions have 
helped to bring basic stability and to provide the fundamental services necessary 
for private investments in other fields or at other times. 

Activities of these types are, in fact, one form of partnership between public 
and private funds. However, there are more direct forms of such partnership. 
The clearest example is the familiar practice of the Export-Import Bank of 
participating with American exporters in financing particular Gnited States 
exports on credit, whereby each party assumes a portion of the financing of the 
foreign transaction, whether or not it carries a foreign government guaranty, 
but particularly without such a guaranty. Of probably equal significance for 
the present and possibly of much greater significance for the future has been the 
furnishing of public loan capital for the initiation or expansion of American enter- 
prises abroad in partnership with supply of the equity capital by an American 
eorporation. In the latter case, as in the former, Eximbank funds are used to 
finance the purchase of United States equipment and services for use abroad. 

Financial activities of the types described herein undoubtedly will continue to 
be in the interest of the United States and so will continue to be undertaken by 
publie bodies. That the Government act as a primary risk bearer and that this 
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may be a proper function in relation to private enterprise follows in part from the 
fact that our own and other governments are major creators of risks for private 
enterprise as the world is constituted today. This is particularly true for foreign 
investment because of the unpredictability of governmental actions affecting and 
determining the fundamental economic conditions that must be appraised by 
private enterprise when it considers foreign investment. 

Before concluding, it is worth repeating that foreign investment not only assists 
in financing a trade surplus now but if wisely made should result in greater pur- 
— power and so greater demand for United States goods and services in the 

uture. 

The ultimate goal must remain, as always, continuous transfer of Government 
investment decisions to private hands. For the perceptible future, however, it 
seems unavoidable that the Government, alone or participating with private 
enterprise, continue to assume some of the risks of trade and investment decisions. 


Mr. Stampaveu. The next is entitled ‘Importance of Exports in 
the United States Economy and the Role of the Export-Import 
Bank in Supporting United States Exports,” by Victor F. Hasenoehrl. 


BioGRAPHICAL SKETCH OF Victor F, HasENOEHRL 


Personal history 


Born, Vienna, Austria, 1901. Came to the United States in 1922. Became 
United States citizen in 1927. Married, has three children. 


Edweation 


Carnegie Institute of Technology, bachelor of science, 1927. Carnegie Institute 
of Technology, commercial engineer, 1933. American University, about 20 hours 
in graduate economics, 1935-37. 


Business and Government ex perience 


1. 1927-31: Employed by Ford, Bacon & Davis, Inc., consulting engineers, 
New York, as an engineer. Work included preparation of utility rate cases, 
market and industrial surveys, industrial reports, etc. 

2. 1931-33: Lectured at Polytechnic Institute of Brooklyn on engineering 
economics (part time). Made studies for Congregational Church of New York on 
value and disposition of mineral deposits. Made studies of industrial corporations 
in receivership for Konta, Kirchwey & Engel. 

3. 1933-34: Employed by Grover O’Neill & Co., brokerage house, as statis- 
tician and economist. Made studies of industrial and utility companies. Gave 
course in economics and industrial management at Pratt Institute in Brooklyn. 

4. 1934-35: Employed by Federal Power Commission. Made economic 
analysis of electric rate schedules. Employed by Resettlement Administration. 
Made economic analysis ot cities for proper location of housing projects. 

5. 1935-42: Employed by Securities and Exchange Commission as an engineer- 
ing and financial analyst. Made economic and financial studies of public-utility 
holding and operating companies. 

6. 1942-43: Employed by United States Treasury Department (foreign funds 
control). Work consisted of studies and investigations of large corporations and 
industrial combinations in which there was a foreign interest. 

7. 1943-44: Employed by Federal Power Commission. Made economic studies 
of power contracts entered by large Government war agencies. 

8. 1944-50: Employed by Securities and Exchange Commission. Work similar 
to that under 5 above. 

9. 1950 to present date: Employed by Export-Import Bank of Washington as 
an examiner (business analyst). ork consists of economic and financial analysis 
of applications for loans. Work also includes the administration of credits. 


IMPORTANCE OF Exports IN THE UnrtTEeD States EcoNoMY AND THE ROLE oF 
Export-Import Bank IN SupporTING Unirep States Exports 


(By Victor F. Hasenoehrl, Examiner, Business Analyst) 


The purpose of this survey is to furnish background material as to the impor- 
tance of exports to the United States economy and more specifically the part 
played by the Export-Import Bank (Eximbank) in supporting United States 
exports and therefore the expansion of international trade. Since the subject of 
United States exports is large and complex, efforts have been concentrated on 
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highlighting its most important aspects. A survey of United States imports, 
which are, of course, closely related to United States exports, and their effect on 
the United States economy and on the expansion of international trade has not 
been made, since the subject has been thoroughly discussed in a number of 
publications.! 
This survey is divided into the following chapters: 

A. Summary. 

B. Importance of exports to United States economy. 

C. United States exports in the prewar and postwar periods. 

D. Recent financing of United States exports by the Export-Import Bank. 

E. Changes in world exports. 


A. SUMMARY 


1. Importance of exports to United States economy 


United States exports are now running at an annual rate of about $15 billion. 
In the last 3-years they equalled about 4.5 percent of the gross national product 
and about 9 percent of the value of movable goods. In other words, somewhat 
less than $1 out of $10 worth of movable goods represents goods for export. These 
United States exports reflect large Government aid and financing. If exports 
financed in this matter were deducted from total exports, the remaining exports 
would be as low a ratio to the gross national product (3 percent) and to movable 
goods (7 percent) as they were in the thirties. The importance of exports is 
emphasized when it is considered that in 1952 they exceeded by one-third the 
value of private residential construction (excluding farm) or expenditures for new 
plant by manufacturing enterprises. 

Employment dependent on exports is very important. Secretary Weeks of 
the Department of Commerce reported that in 1952 there was an estimated 
employment of 2,150,000 nonagricultural employees. The Department of Labor 
estimates that in 1952 there were 870,000 agricultural workers dependent on 
exports. The employment of nonagricultural employees dependent on exports 
exceeds that of estimated 1952 employment in utilities (electric, gas, and com- 
munication) by about two-thirds, or that in railroads by about the same ratio, 
indicating the importance of exports as a source of employment. The agricultural 
employees represent about 10 percent of all persons engaged in agriculture, or 
1 out of 10. 

Exports are, of course, of special significance for such crops as cotton where in 
recent years over one-third of production was exported; wheat where between 
one-third and one-half of production was exported; and tobacco where approxi- 
mately one-quarter was exported. Important raw material exports are lubri- 
cating oil (about 27 percent of production exported) and sulfur (more than one- 
quarter of production exported). Machinery and transportation equipment 
industries also rely heavily on exports. In recent years 35 percent of rolling-mill 
machinery produced has been exported. For textile machinery and tractors these 
exports are about one-quarter; for machine tools from one-tenth to one-third; 
and for agricultural machinery one-eighth, 


2. United States exports in the prewar and postwar periods 

Exports of United States merchandise in 1953 were approximately $15 billion 
compared with $3 billion in the prewar years 1936-38. This great increase in 
value was due not only to an increase in volume of about 2% times, but also to 
an increase in unit price of more than 2 times. The greatest increase in exports 
has taken place in finished manufactures, including capital goods, which account 
now for close to two-thirds ct ; he value of all exports as against less than one-half 
before the war. This increase «as caused by efforts of foreign countries to build 
up their productive capacity, by large United States Government financing, 
shipments in recent years of military goods, and the fact that European production 
of these goods after the war was seriously curtailed. Crude foodstuff exports in 
recent years accounted for about 9 percent of the total value of exports compared 
with 4.5 percent in the prewar period. The exports of crude materials and semi- 
manufactured goods together accounted in recent years for only slightly more 
than one-quarter of total exports as against two-fifths before the war. This is 
in part due to other countries turning to nondollar sources for these materials 
and shortages in the United States. 





1 See, for example: (1) A Trade and Tariff Policy in the National Interest, a report to the President by 
the Public Advisory Board for Mutual Security, February 1953; (2) International Trade Policy Issues, 
Chamber of Commerce of the United States, Washington, D. C., February 1953; (3) Aid, Trade, and the 
Tariff, by Howard S, Piquet, Thomas G. Crowell Oo., New York, 1953, 





780 SY'UDY OF EXPORT-IMPORT BANK AND WORLD BANK 


The geographical distribution of United States exports has shown considerable 
changes from the prewar to the postwar period. United States exports to Western 
Europe, although of course in value much larger than before the war, decreased 
from 25.4 percent of total exports in the prewar period to 21.2 percent in 1952. 
Exports to the United Kingdom declined in relation to total United States exports 
from 16.8 percent in the prewar period to only 6 percent in 1952. This is due to 
the severity of the dollar gap and stringent British import controls. Latin 
America, which is becoming increasingly important as a field for Export-Import 
Bank loans, and Canada increased their share of United States exports from pre- 
war ratios of 18.3 percent and 15.6 percent to 1952 ratios of over 28 percent and 
over 22 percent, respectively, due to the greater ability of these countries to 
purchase goods in the United States. 

United States exports in the first half of 1953 were about the same as in the 
first half of 1952. If, however, military and mutual security program shipments 
are eliminated, shipments for the first half of 1953 were only $6,129 million as 
against $7,256 million in the comparative 1952 period. icultural exports 
decreased by over 30 percent from the first half of 1952 to the first half of 1953. 
Nonagricultural exports held up relatively well. 


8. Financing of United States exports by Export-Import Bank in recent years 


Total disbursements by Export-Import Bank to facilitate United States exports 
in the 6-year period ended June 30, 1953, were $1,995 million, or at the rate of 
$333 million per year. Of these disbursements over 12 pasnees: financed direct 
cotton and tobacco exports, about 11 percent exchange loans to enable United 
States exporters to obtain dollars and approximately 77 percent miscellaneous 
United States exports consisting mainly of capital goods such as machinery of all 
kinds and transportation equipment, and to a minor extent also for consumption 


oods. 

: Although detailed disbursements by commodities and product classes are not 
available, an estimate of 1952 Export-Import Bank disbursements of $478 million 
for these classes was made. This estimate indicates that Export-Import Bank 
disbursements during that year financed 16 percent of total United States cotton 
exports, 5 percent of tobacco exports, 7 percent of steel mill product exports, 
6.5 percent of metal working machinery exports, 25 percent of commercial aircraft 
exports and 50 percent of locomotive exports. Moreover, the financing of exports 
by Export-Import Bank brings about, of course, other exports. This is especially 
true of project loans. First, Export-Import Bank disbursements in many cases 
cover only part of the total exports, the remaining exports being financed by the 
borrowers or the exporters themselves. Secondly, Export-Import Bank disburse- 
ments bring about an additional continuing demand by the beneficiaries of the 
credit for exports for replacement, maintenance and additions. Finally, the 
financing of exports by Export-Import Bank causes a continuing demand for 
related United States exports, and arising from investment stimulated by the 
project financed by Export-Import Bank. For example, the financing of a power- 
plant creates demand for material for distribution systems and electric appliances, 
and also by industries having an augmented supply of power. 

It is estimated that Export-Import Bank disbursements made mainly for iron 
and steel, machinery and vehicle exports to a number of Latin American countries 
for the 6-year period 1947 to 1952, inclusive, were equivalent to 7 percent in the 
case of Mexico, 4.4 percent for Colombia, 23 percent for Chile, and 33 percent for 
Bolivia of total United States exports of these products to these countries. 

At the request of the bank, the Department of Labor and the Department of 
Agriculture prepared estimates of the empioyment attributable to the 1952 dis- 
bursements of Export-Import Bank in the amount of $478 million. These esti- 
mates arrive at a total employment attributable to these disbursements of 100,000 
which exceeds total employment in February 1952 in such cities as Phoenix, Ariz. 
(90,000), or Fort Wayne, Ind. (80,000), and compares with 1952 employment in 
metal mining of 105,000. The estimated employment attributable to Export- 
Import Bank disbursements does, of course. not reflect employment arising from 
— financed by others in those cases where Export-Import Bank financed 
only a portion of the United States exports. It also does not reflect employment 
stemming from exports which arose as the result of earlier exports financed by 
Export-Import Bank. 


4. Changes in world exports 


World exports declined from $33.2 billion in 1928 to $21 billion in 1938, a decline 
of 36 percent. In 1947 they increased to over $50 billion and were up to $77 
billion in 1952. On account of sharp price increases the volume of exports (ex- 





T 
tl 
n 
I 
fi 
I 
Pp 
A 
I 
\ 
t 
ke 
0 
V 


a «tt om. «ttn Oem et 6 Uo Ul let. ao em OelUme lU Ame ut oe 





sous 


tee + 


Ee 


te Ce. aia  ser caches 


STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 781 


pressed in 1950 dollars) increased from $43 billion in 1938 to only $45.5 billion in 
1948 but in the first quarter of 1953 is running at the annual rate of $61 billion. 
There have been important changes in export prices; the prices of primary exports, 
that. is, mainly agricultural and mining products, having roughly trebled from 1938 
to 1951, whereas those of manufactured goods have only about doubled. Ex- 
Vere of industrial countries among themselves in 1951 were about one-third 
1igher in volume than in 1938. In contrast, the volume of exports of these 
countries to the rest of the world, mainly primary producing, rose by more than 
one-half from 1938 to 1951. The share of various countries in these exports has, 
of course, varied widely. The ratio of the value of United States exports to 
world exports was about 15 percent both in 1928 and in 1938, although it was 
considerably lower in 1932 and 1933. After World War II, in 1947, the United 
States portion reached the unprecedented high share of over 30 percent, but since 
then (in 1952) has declined to about 20 percent. European exports were 47 per- 
cent of world exports in 1938, but in 1947 were only slightly higher than United 
States exports. In 1952 they had recovered to 38 percent of world exports and 
were almost twice as high as United States exnorts. 

Approximately 57 percent of the value of world exports in 1951 consisted of 
foodstuffs and raw materials, about the same ratio as in 1938. In 1951 leading 
nonmanufactured world export commodities were, in descending order, by value, 
petroleum and its products, cotton, wool, wheat and flour, rubber, coffee, coal 
and coke, sugar, meat, tobacco, copper, and butter. In general, these export 
commodities were also the leading nonmanufactured exports in 1938. Of the 
export value of manufactures in 1951, about one-third was accounted for by 
machinery and transportation equipment and one-sixth by textiles. 

Exports of foodstuffs are, in general, only a small part of the world production. 
The sourees of supply of food exports have mainly shifted from the Eastern to 
the Western Hemisphere. As to wheat, the United States and Canada combined 
now supply nearly four-fifths of world exports as against one-third before the war. 
Rice exports are now only about 60 percent of prewar exports. 

Raw materials, other than foodstuffs, and semimanufactured goods accounted 
for a larger share of world exports in the postwar period than in the prewar period. 
International trade in seinh-caanalacturel goods, which in the main require further 
processing, has increased in volume somewhat more than trade in all manufactures. 
As to raw materials, United States is the chief exporter of cotton, followed by 
Egypt. The principal importing countries were Japan, United Kingdom, France, 
Western Germany, and Italy in 1952. The production of tobacco has increased 
to some extent in the principal exporting countries. The world output of petro- 
leum has more than doubled since before the war. Approximately one-third 
of the world output of petroleum is exported. Exports of petroleum have become 
very important in the Middle East. 

Large changes have taken place in the volume of finished manufactures; that is, 
consumer goods and capital goods, from the prewar to the postwar period. The 
volume of exports of capital goods has almost doubled from 1938 to 1951. The 
greatest increase in the exports of capital goods has been in the exports of industrial 
countries to primary producing countries. The largest exporters of capital goods 
are the United States, the United Kingdom, and Germany. Germany has shown 
a substantial rise in exports from 1951 to 1952. Turning to the exports of specific 
capital goods, the United States in 1952 was the largest exporter of agricultural 
machinery, followed by Canada. The exports of the leading exporting countries 
in the first quarter of 1953 were lower than in the corresponding 1952 period. 
The United States is also the largest exporter of tractors, followed by the United 
Kingdom and Germany, which is gaining rapidly. The United Kingdom has 
made a good showing in 1953. The United Kingdom leads in the exports of power- 
generating machinery, closely followed by the United States; Germany is third 
in importance. The United Kingdom exports during the first quarter of 1953 
showed an increase, but the United States exports decreased. In metal-working 
machinery the United States is the largest exporter, followed by Germany, which 
country doubled its exports from 1951 to 1952. Exports of these countries 
increased from the first quarter of 1952 to that of 1953. The United States is by 
far the largest exporter of mining, construction, and other industrial machinery. 
The United Kingdom and Germany follow. Germany is gaining rapidly. United 
States exports during the first quarter of 1953 declined. In the exports of electrical 
machinery and apparatus, the United States leads, followed by the United King- 
dom and Germany. : 

In contrast to the large increase in the volume of capital goods exports, the vol- 
ume of consumer goods exports has only increased by about 20 percent from 1938 
to 1951. The largest increase in exports has been in intraindustrial area exports. 
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It is also interesting to note that the prices of consumer goods have risen much 
more than capital goods since 1938. e exports of cotton textiles in 1951 were 
only four-fifths of the 1938 exports. Japan was the largest prewar exporter, but 
Western Europe has become the largest postwar exporter. In nger-car 
— the United Kingdom leads, having exported in 1951 about 77 percent of 
production, 


B, IMPORTANCE OF EXPORTS TO THE UNITED STATES ECONOMY 


The relative importance to the United States economy in recent years of exports 
is illustrated by the following comparison which is based on data published by the 
United States Department of Commerce. (See chart I.) 


Millions of dollars Exports as percent of— 


Gross . 
oe le national Movable 


product goods 


$53, 602 
25, 490 


PR Reopen 
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15, 026 
8, 030 


1 Definitions on p. 12, note 6, Foreign Commerce Weekly, July 27, 1953: ‘‘* * * In recent years the date 
include, beside commercial goods, foodstuffs and other supplies sent to civilian populations through the 
United States Armed Forces stationed abroad, shipments under the ECA and mutual ae rogram 
and other aid and relief shipments whether financed by Government or by private agencies. Shipments 
to United States Armed Forces abroad for their own use are excluded from export statistics.” 

2 Definitions on p. 249, Statistical Abstract of the United States, 1952: ‘‘Gross national product is the mar- 
ket value of the output of goods and services presesed by the Nation‘s economy, before deduction of de- 
preciation charges and other allowances for business and institutional consumption of durable capital 

s. * * * Gross national product comprises the purchases of goods and services by consumers and 
errant, gross private domestic investment, and net foreign investment. * * *” 
otal of— 
(a) Cash receipts from crops and livestock and products, and value of home consumption. 
(6) Value added by man ture. 
(c) Value of crude or prepared minerals at the mine, well, or plant. 
(d) Estimate of cost of moving goods from place of production to points of distribution or exportation. 
42d quarter prorated annually and adjusted mally. 


The year 1929 was selected as a year of generally good business conditions; 
1933 as the low point of the depression; 1937 as fairly typical prewar: 1939 is the 
year in which World War II broke out and reflects large purchases by European 
countries; 1947 as the postwar year in which United States exports reached a 
maximum; 1949 is the year in which Marshall plan shipments were important; 
and 1951 and 1952 are receat years which indicate the trend of United States 
exports. 

The above tabulation shows that United States exports consituted from 6.5 to 
12.1 percent of movable goods and from 3 to 6.5 percent of gross national product 
for the years under review. United States exports declined drastically from 
1929 to 1933 in amount and also relative to gross national product, and movable 
goods, which themselves declined sharply. Exports in 1937 and 1939 were only 
about 60 percent of those in 1929, although gross national product in these two 
years was close to 90 percent of the 1929 figure. Postwar exports reached a peak 
in 1947 and since then have declined relatively to gross national product and to 
movable goods. 

The postwar exports of United States merchandise reflect very large exports 
financed by Government aid such as ECA-MSA shipments, military shipments 
and exports financed by Government loans, for example Eximbank loans. If the 
exports financed in this manner were deducted from total exports of United States 
merchandise, the ratios of the remaining exports financed without any Government 
participation to gross national product or movable goods would equal the low 
ratios experienced in the thirties. 

Although exports are a relatively small percentage of the tremendous gross 
national product, they account for huge amounts of United States merchandise. 
It is not generally realized that the value of exports’ is very much larger than 
expenditures for private residential construction (nonfarm) or for new investment 
by manufacturing enterprises. This is seen in the following tabulation: 
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{Millions of dollars] 





Construction i 
Exports, expenditures, eet 
Year United States |private residen- Sor new eaul- 
merchandise | tial excluding quit 


farm ment and plant 








Sources: Statistical Abstract of the United States and Survey of Current Business. 


1. Employment dependent on exports 


The importance of the United States export trade is also well illustrated by the 
employment dependent on it. Secretary Weeks of the Department of Commerce 

4 stated that in 1952 there was an estimated employment attributable to exports of 
| 2,150,000 nonagricultural employees.2) The Department of Agriculture estimates 
agricultural employment dependent on exports in 1952 at 870,000, or 10 percent 
of total agricultural employment of 8,670,000.3 The estimate of 2,150,000 in 
1952 for nonagricultural employment attributable to exports is equivalent to 4 
percent of total nonagricultural employment and is larger than employment in that 
year of 1,351,000 in the public utility and communications industries, 1,382,000 in 
railroads or 2,028,000 in the manufacture of iron and steel and their products.‘ 
‘ An earlier but more detailed estimate > of nonagricultural employment (direct 
and indirect) attributable to exports prepared in the Department of Labor for the 

year 1947 follows: 


Bees. 




















| 
Number of 
. Percentage of 
employees de- : 
Industry | pendent upon — 
é exports woe 
‘ sal 
i Thousands 
q I i a anmeaneb beamed | 95.0 6.0 
koe, oo  ahdine sanenaonnapnnacie 12.6 12.1 
EE UE, wriccwdcadblnnatiscuubevdateedibevetéicoves wedeat 153.8 14.5 
Apparel. ._- Rb peneine ni ken Kn th siidnw dna teobape! | 44.7 | 3.2 
Lumber and wood products - il raat isi apinanhamicaibedtnneantihy wittpiewdidiapinds | 57.8 6.9 
Pemieare Ge OXCUIGE. ..... cc cncneccesee- 8.5 | 2.5 
Paper and allied products. -..............- i ee HR al 44.6 | 9.6 
Printing and publishing. -.................. ; 44.8 | 6.0 
ee ae ae . Scessl 91.0 13. 1 
Products of petroleum and SE Ginaucaestodeedictuniipanwrecsaaneaed awl 52.8 | 13.3 
d ECL. CAL, 4 ee ben debe arneiedonedceduesouuideis 31.9 11.8 
4 Sr III UNO 0 be Sood neck ce ticncndeineddcociibtenes 18.0 | 4.4 
Stone, clay and glass prarate. Leet lems tipihteininisindahintitmhenciatl tained. | 55.1 | 9.2 
Iron and steel. ss aches nA Ae eal lead ot Ghee elie ng snauaeinimutetan hee 160.1 | 16. 6 
$ BEGUN, occ Lib tt coke Fia.-snckvbbucecacssene~ce Pileieiae 47.0 | 13.9 
5 Plumbing and heating supplies tiitevinbindlbhisbinibenteiiilantin atau ipadenseittndanehiete | 6.7 | 3.9 
4 Fabricated structural metal products_...............-....-..----.- 10. 5 | 5.1 
4 Other fabricated metal products. --___--.--- Sele lew hincseeaae ee 70.9 11.5 
: Agricultural, mining, and construction machinery. Bis Suede re ose} 57.5 19. 6 
Metal- -working mac’ jinery. MG. oe aclsceane Sodilbn cabs dab iweeines 41.0 16.5 
Other machinery except electrical..................-...----.-.---.-----..| 140. 6 13.8 
pO es Sree cea abbas hsdccesl 21.1 | 16.4 
Be te cee ibaa s bapunnWccchiipuaa$d pias bebebas deus webdecsoucc 18.9 | 9.4 
4 Other electrical machinery...................-- inate 52.1 8.7 
3 A aia ae a cll tal llaalttaceatclintiniels | 90.0 11.6 
a Other transportation equipment. -............... secant oan 57.3 11.7 
4 Professional and scientific oe eaicmelivedcada wits Deh cceiadicien } 32.1 12.1 
; Miscellaneous manufacturing... -.................-- weidedaiahinediaiciain 32.7 7.1 
Eo, on en kdncnuususesameheuresnthbestececnaey 87.9 9.6 
Railroad IGE, onde adthanhabaceceessctnunbepeosan@ns 172.9 | 11.3 
As le Sow cendankeacasesccceansendenacdeun be aad 148. 2 | 67.1 
a Ras ali tick akin cticnds nse cdbseie de gaaeieoens 2 | -* 
se etree a tet ond aunnwen = RE, ae ape. 4 | be 
Ce noe seuaincs ucsbeg wise 26.0 4.2 
Other nonmanufacturing at Wee : | 188. 2 1.8 
eae ce hI aaa cer casindnc st habnnateetbdevh oll 2, 526. 6 .8 





2 Letter by Sinclair Weeks, Secretary of Commerce, to Representative Daniel A. Reed, dated May 18, 
1953. 
* Form Labor, Bureau of Agricultural Economics, U. 8. Department of Agriculture, October 9, 1953. 
4 Survey of Current Business. 2 
§ Described in Public Advisory Board of Mutual Security GIM-19 November 24, 1952. 
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The table shows that employees dependent on exports exceeded 10 percent of 
total employees in 17 of the 35 industries listed and that the amount of employ- 
ment dependent on exports was the highest (in descending order) in the following 
manufacturing industries: Iron and steel, textile mill products, other machinery 
except electrical, food and kindred products, chemicals, and motor vehicles. 
(See also chart IT.) 


2. Relative importance of exports of various products 


Exports are, of course, of varying importance in different commodities and 
products. Exports of certain agricultural products have been traditionally im- 
portant. The ratio of exports of selected important agricultural commodities 
which were exported in large amounts to total production has been as follows: 





Exports as percentage of production 


1929 | 1939 1947 1949 1951 1952 


Eo cceiinh a cneibindaa meet —rtae apes 56.3 28. 6 41.3 32.6 41. 36.6 
Lard, including rendered pork fat_____.......pounds--}----.- BO Bodoedene 24.1 24.1 21.9 
SURED 5555 Sak i tg do._.. 46.0 37.2 28.2 25. 5 25.8 25.1 
is thi dcnanatiedhs onedeunha chao dctemersesnile Biel ~- ied Bh, omeadis 40.0 36.0 57.9 
tlic atten diinnnnanatiditiengdil tmnt ntl 0 b.~amasahe 24.1 26.5 15.9 
Withee nt nceekastagesinbencoss Saget do....| 15.4 11.6 34.3 38.8 35.9 48.3 


Source: Department of Commerce. 


Exports of selected important raw materials (nonagricultural commodities) 
and semifinished goods also constitute a high proportion of total production as 
will be seen from the following: 


Exports as percentage of production 





| 
| 1929 | 1939 | 1947 1949 | 1951 | 1952 
| a 


Lubricating oil_. lie barrels_ 31.1 


33.6 1 27.0 27.5 
Sulfur... . .---long tons._|-_. 28. 1 29.9 25.8 25.4 
Tinplate and terneplate te! a ae ; 140 16.8 16.4 13.8 | 14.3 
Carbon black \ cunesceabGubaancemmamand | 25.1} 388 24.8] 25.7| 21.6 


| 7. em 


Source: Department of Commerce. 


Exports are of great importance in relation to production of machinery. This is 
shown in the following table (see also chart III): 


Exports as percentage of production 


























| | 
| 1929 | 1939 1947 1949 1951 1952 
| 
| 
Agricultural machinery (except tractors) --.-.dollars- .| 21.7 11.3 17.4) 13.1 11.7 13.0 
Machine tools ‘ — ae oe 47.9 39.6 30.1 10.7 11.2 
Motor trucks and coaches... ..........-...- number... 36.7 21.3 | 120.3 11.7 15.6 13.3 
Printing machinery - sideealedl dollars | BAT Ligation 219.7 17.5 16.1 
Rolling mill machinery_._---.........---.-.---- pinkie sachin DS cs 2 53.5 34.9 27.1 
Textile machinery Ph csdbvcin<enk Pi ekcinad 30.0 21.6 21.4 
recta tot Mi ncaeitainsdabieruanennnad ----| 314] 240 28.6 | 229.7) 226 23.3 





1 Motor trucks only. 
21950. 


Source: Department of Commerce, 


C., UNITED STATES EXPORTS IN THE PREWAR AND POSTWAR PERIODS 


1. Commodity exports 


The following table aan in the Department of Commerce shows total share 
of exports (in current dollars) of United States merchandise for a representative 


3-year prewar period and 6 postwar years. The table is broken down into five 
product classifications and shows smounts and percent of distribution. 
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er or 
| Manufac- | Semi- | Finished 
Crude | | Orude _— 

| foodstuffs tured | materials | manufac- | manufac- | Total 

| foodstuffs | turings | turings 

| Millions of current dollars 
1936-38 average $137 | $169 | $669 $519 $1, 431 $2, 925 
1947..._. 1, 349 | 1, 757 | 1, 601 1, 783 8, 670 15, 160 

i © Q” 7 as " 
1040... | poe] “Se] tm] EB] Sara] Hos 
1950... pend 760 | 602 | 1, 886 | 1,121 5, 773 10, 142 
1961....- } 1,401 | 841 2, 471 1, 665 8, 501 14, 879 
1952... | 1, 368 | 727 1, 981 1, 623 9, 326 | 15, 026 
January to June 1952__- 832 383 | 1, 130 882 4, 735 | 7,9 
January to June 1953_... | 528 335 | 762 671 5, 734 | 8, 030 

} Percentage distribution 

lbh hin ehtniniiincsncenianiecaliomntal gees ot ————— " ia 
1936-38 average.- | 4.7 | 5.8 | 22.9 7.7 | 48.9 | 100.0 
1947... ; 8.9 | 11.6 | 10. 6 11.8 57.2 100. 0 
1948... 10.1 10. 5 | 11.9 10.9 56. 6 100.0 
1949... 11.2 7.4 14.9 11.4 | 55.1 | 100.0 
1950... i 7.5 5.9 18.6 11.1 | 56.9 | 100. 0 
7 5 9 | 7 | 

some et 01 a8]  is2| ios} 21] ton 
January to June 1952........ 10.5 4.8 14.2 11.1 59. 4 100.0 
January to June 1953...._._-. 6.6 4.2 9.5 8.3 71.4 100.0 








The increased value of United States exports in the postwar yeriod as com- 
pared with the prewar period reflects not only an increased volume of exports but 
also, of course, a much higher price level, This will be noted from exhibit I, 
attached, which shows the quantity, unit value and value of exports for the years 
1947 to 1952, inclusive, and the first 6 months of 1952 and 1953, respectively, in 
percent of the 1936-38 average. Exhibit I shows that in terms of the 1936-38 
average the value of 1952 exports was 514 percent as against a quantity of 250 
percent and a unit value of 205 percent. 

The extraordinary increase in exports in the postwar period was due to the pent- 
up demand for goods after the war in foreign countries and the fact that the 
United States, at least at the beginning of this period, was about the only source of 
supply to meet those demands. Foreign countries, to meet financing of exports, 
were unable to export sufficient goods to the United States and United States 
private investment and donations were not sufficient to meet the gap between 
exports and imports. The very large demand by foreign countries, especially in 
1947, was therefore met by United States governmental financial assistance and 
the drawing down of gold and dollar assets held by foreign countries in the United 
States. Beginning in 1948 there was a steady decline in United States exports in 
part brought about by recovery of production in countries whose economies were 
adversely affected by the war. This trend continued, although imports into the 
United States increased until the outbreak of the Korean emergency in June 1950. 
This emergency greatly stimulated both exports from and imports into the United 
States. The upsurge of exports caused by fears of shortages and of increased price 
levels ended in 1952 due in part to exchange and import regulations in foreign 
countries and allocation and export control in the United States. 

As far as the changes in classes of various exports are concerned, the most 
striking increase in amount has been experienced in finished manufactured prod- 
ucts. This has been caused by the ability of other countries to increase imports 
for their economic development, the fact that after the war the United States was 
the principal source of exports of this category, and also in 1951 and 1952 by mili- 
tary shipments. The value of postwar exports of these products was from 4 to 
6.5 times as high as in the prewar period. 

Exhibit II attached shows the value of principal exports (in current dollars) for 
1936-38 average and 6 postwar years. It indicates that the increase in the value 
of exports of manufactured goods from the prewar period to 1950 and 1952, 
respectively, was as follows: 
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Percent increase over 














1936-38 average 
1950 1952 
Iron and steel advanced manufacturings.................--..----...--------- 240 447 
Electrical machinery and apparatus. ._............-...-.. inca aetna diate ttee A: 330 632 
: PIE GE... cau nc aetipacbagen—pedkecauneuphasece sabe 878 875 
Construction, etc., machinery J oad 835 11, 200 
Mining, etc., Machinery..................-....- wr 170 1 270 
Metalworking machinery-................-..-.-- a 186 269 
Textile, sewing and shoe machinery---.........-...-...--.. Les QU EN hea k aida 550 435 
Other industrial machinery.....................- obitntliivesinawwenttliyt nea ids 475 952 
Agricultural machinery, excluding tractors................---.-...-- aiincicanal 445 605 
Tractors and parts...........-- vane-aoie anbsaiediiecs otaiphaens minnie tainted 456 557 
Passenger cars........-...-..- ounce wwe 59 116 
Motortrucks and coaches ani | 186 314 
ED So ra ccnnccccowncungededastighbnuntidihent nnaii 460 520 
Textiles and manufactures. .......................... ves aetinaanatiadaiane 495 642 





11951, 


Exhibit II also shows that the value of exports of certain products such as tex- 
tiles, passenger cars and engines and turbines was lower in 1950 than in 1947. 
This is probably due, among other things, to the resumption of large manufacturing 
operations in foreign countries. The increase from the prewar to the postwar 
period, however, is understated since many items formerly classified in commodity 
or product groups are now due to security reasons classified as a “special category.’’ 

Poodstuft exports have also shown a very large increase from prewar to the 
postwar period, not only absolutely, but also in relation to total exports. Exports 
of foodstuffs, crude and manufactured, accounted for roughly one-tenth of total 
exports in the prewar period, but were over one-fifth in the years 1947 and 1948, 
Since then manufactured foodstuffs have declined to approximately their prewar 
ratio of total exports. Crude foodstuff exports in relation to total exports are 
still well above the prewar average. The very large increase in foodstuffs is due 
also to disproportionately high prices in 1947 and 1948 which have declined, 
however since this period. Grains and preparations averaged 13 percent of total 
exports in 1947—49 as against 8 percent to 10 percent in the following years, con- 
trasted with only 4 percent in the prewar period. The large increase in grain 
exports is in part accounted for by poor wheat crops in Italy and France in the 
postwar period, a decline in Argentinian wheat crops and the decline in European 
east-west trade. In 1952, however, European production reached prewar levels. 
In this connection it should be noted that wheat and flour exports had a value of 
$489 million in 1950 and $941 million in 1952, increases of 700 percent and 1,450 
percent, respectively, over the 1936-38 average of $61 million. In contrast, in 
1947 and 1948 exports of these products were $1,294 million and $1,393 
million, respectively. 

Crude materials and semimanufactured products have declined in relative 
importance from the prewar period, in which they accounted for 40 percent of 
total exports, to the postwar period. This relative decline is probably due to a 
number of factors such as the need of the importing countries to turn to nondollar 
areas for these materials, and shortages in the United States. Raw cotton exports 
show a relative decline in the postwar period. Cotton exports were about 11 
percent of total exports in the prewar period, but in 1951 and 1952 were only 7.6 
percent and 5.7 percent, respectively. Cotton export prices were relatively high 
so that the quantity of export cotton shipped in the postwar period exceeded only 
in 1950 the prewar average. Cotton exports were relatively low in 1947 and 1948 
when textile exports were high due to a relatively low production in Europe and 
in Japan. Conversely, when foreign textile production resumed large operations, 
United States textile exports declined and cotton exports increased. 

Tobacco exports varying from $287 million in 1948 to $382 million in 1951 
(1952 exports were $304 million) were only about twice prewar exports. This 
relatively small increase in value—volume was only slightly higher than in the 
prewar period—is due primarily to a decline in the United Kingdom market due to 
import restrictions. 

he exports of petroleum products have also not kept up with total exports. 
These exports were about 11 percent of total exports in the prewar period and 
were only 5 percent of these exports in the 1947-52 period. This relative decline 
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is primarily due to the development of oil resources in the Near East and in South 
America, 


2. Geographical exports 


The geographical distribution of United States exports in the prewar and post- 
war period is shown in exhibit III which shows large increases in the value of 
exports to practically all areas and the distribution of these exports in percent of 
total. This exhibit also shows that the continental European countries, which 
took 25.4 percent of United States exports in the prewar period, ac counted for 
30.4 percent in 1947, largely due to United States Government aid and loans. 
They declined, however, in 1952 to 21.2 percent. The exports to Western Euro- 
pean countries after the war shifted to capital goods and certain raw materials; 
the exports of consumption goods and raw materials available to foreign countries 
outside the dollar area declined in relative importance. Exports to the European 
non-OEEC countries declined due to export control against the Iron Curtain 
countries and exports in this classification for 1951 and 1952 included, in sub- 
stance, only the exports to Spain, Yugoslavia, and Finland. It should also be 
noted that exports to the United Kingdom, which accounted for 16.8 percent of 
exports in the prewar period declined to about 5.9 percent in the postwar period. 
This decline was due to the severity of the dollar gap the United Kingdom had to 
face after the war and to the stringent importing controls. 

Latin American countries after the war became relatively more important as a 
market for United States exports, their share of total United States exports in- 
creasing from 18.3 percent in the prewar period to over 28 percent in the 1950-52 
period. This was caused by the ability of Latin American countries to purchase 
more goods in the United States due to increases in the quantity and especially 
in the prices of commodities they exported to the United States such as petroleum, 
coffee, and sugar. The Latin American countries also had large balances of liquid 
dollar assets in the United States after the war and European sources were unable 
to meet the demands for manufactured goods from these countries. 

Canada has increased its share of United States exports from 15.6 percent in 
the prewar period to 22 percent in 1952. This increase is due to the rapid growth 
of the Canadian economy, closer integration of the United States and Canadian 
economies and stronger demand in the United States for Canadian products. 

The Far East took approximately the same proportion of United States exports 
in the postwar period as in the prewar period. This is largely due to United 
States Government aid. 

Although Australia and Oceania have increased exports to the United States 
in the postwar period sharply, their share of United States exports has declined 
from approximately 3 percent in the prewar period to about 1.5 percent in the 
postwar period. This is explained by the willingness of Australia and New 
Zealand to contribute dollar exchange to the sterling area reserves. Africa and 
the Near East have increased their exports of raw materials to the United States 
and increased their share of United States exports slightly. 


3. First half 1953 exports 

During the first 6 month of 1953, United States merchandise exports were 
$8,030 million as against exports of $7,962 million for the equivalent 1952 period.® 
Eliminating military shipments and supplies shipped under the mutual security 
program, exports for the first half of 1953 were only $6,129 million, as against 
$7,256 million in the comparative 1952 period. The reduction in commercial 
exports is accounted for by a sharp decline in agricultural exports of over 30 per- 
cent from $1,991 million to $1,377 million. As far as wheat is concerned, this is 
due to comparatively high United States prices and the availability of wheat from 
other sources, and, as to cotton, to large cotton inventories in Europe, the latter 
arising from a downward turn in European textile production in 1952. On the 
other hand, nonagricultural exports of $4,410 million, after excluding special 
category exports, in the first half of 1953 declined by only 10 percent in comparison 
with exports of $4,865 million in the comparative 1952 period. Machinery and 
automotive exports during the first 6 months of 1953, which were practically the 
same as in the comparative 1952 period, reflect in part deliveries delayed by the 
steel strike in the summer of 1952 and a strengthening of foreign dollar exchange 
positions. 





* Business Information Service, International Trade Statistical Series, September 1953. 
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D. RECENT FINANCING OF UNITED STATES EXPORTS BY THE EXPORT-IMPORT BANK 


The part of the Eximbank in facilitating United States exports and therefore 
the expansion of international trade is indicated by the following table which shows 
Eximbank disbursements for the 6-year period beginning June 30, 1947, and 
ending June 30, 1953: 


AMOUNTS EXPRESSED IN THOUSANDS 

















ee we 
change 
Rew cotton | commercial Hse Miscel- Total 
and to arrears, ” eous 
Brazil and | Program! 
Argentina 
6 months ended Dec, 31, 1947_- MI in a grees ce ta $257, 265 $276, 656 
OBA ae a 24, 993 ham thee oh 403, 879 428, 872 
1949. o bbe beliadde tudes ie és RNID Beisel 160, 021 154, 896 
1950 iin alae . I ian nhs linia cane daggiameatnes 178, 770 199, 918 
1951 ‘ ; ; 4, 498 $92, 152 |. ame 105, 420 204, 070 
1952 be 124, 338 4, 318 $154, 000 195, 484 478, 140 
6 months ended June 30, 1953____ 26, 550 Te ee eee 76, 216 222, 766 
» 8 hr Lama A Sean 247, 793 216, 470 154, 000 1, 377, 055 1, 995, 318 
PERCENT OF TOTAL 
6 months ended Dec. 31, 1947_- gi kaausl tual see | 92.9 100 
1948 _..._._. bce edideGisse AD Gini ais bads de ait 94.2 100 
1949. _- EIN as clean van La peth hate 86.5 100 
la SI Be ua on ch ig rina ene a 6 aan tai 89.4 100 
Sh baie ‘ 3.2 45.2 oe 51.6 100 
RR ce evaded le cb beh 26.1 -9 32.2 40.8 100 
6 months ended June 30, 1953__- | 11.9 53.8 asapepal 34.3 100 
Wee is i oe 12.4 10.8 7.7 69.1 100 














1 Represents advances to French Government on orders under MSA program. 


The relationship of Eximbank disbursements shown in this table to United 
States exports is subject to explanations. In the first place the table shows dis- 
bursements when they were recorded by the bank. The exports financed by these 
disbursements may or may not have been shipped in the same year or period in 
which the disbursements took place. For example, in the case of the Argen- 
tinian and Brazilian dollar exchange loans, dollars were made available to United 
States exporters for shipments which had been made in the past. Secondly, the 
disbursements also include a large payment of $154 million made in 1952 to the 
French Government to enable it to receive iramediately dollar proceeds of procure- 
ment contracts placed in France under the MSA program for military supplies and 
materials to be delivered and paid for at later dates. In the third place, the 
disbursements include payments for offshore purchases, which at the most would 
probably not exceed 2 or 3 percent of total disbursements.’ Although it is recog- 
nized that offshore purchases financed by the bank, and the French defense 
pron loan did not result in direct payments to United States exporters, it can 

assumed safely that they produced dollars for foreign suppliers or governments 
which would probably be expended in the United States to purchase goods and 
therefore result in United States exports. Miscellaneous loans include primarily 
project loans but also loans to foreign countries for selected United States imports 
and one loan for general United States imports. In regard to these loans, it can 
be assumed that the exports were actually shipped in general in the same year or 
period in which the disbursement took place, but even here it must be realized that 
in some cases the shipment took place in a different year or period from that in 
which the disbursement was recorded. 

The table shows that disbursements by Eximbank during the 6-year period 
have averaged about $332.5 million per year. Disbursements for 2 re 
export commodities, cotton and tobacco, amounted to $248 million, or 12.4 per- 
cent of total disbursements of $1,995 million during the 6-year period; exchange 
loans to Argentina and Brazil which enabled United States exporters to obtain 


? Offshore purchases of $5,940,000 from January 1, 1950, to March 1952 amounted to 2.9 percent of total 
disbursements of $205,110,000 for 15 credits in which the bank specifically authorized offshore purchases. 
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dollars amounted to $216 million, or 10.8 percent of the total; expenditures for the 
French defense loan were $154 million, or 7.7 percent; and miscellaneous disburse- 
ments expended mainly for capital goods such as machinery of all kinds and 
transportation equipment but also, to a minor extent, for consumption goods such 
as coal and textiles amounted to $1, 377 million, or 69.1 percent of the total. 


1. Eximbank 1952 disbursements 


Detailed breakdowns of disbursements by products and commodities are not 
available, but an estimate of disbursements for 1952 by products and commodities 
has been made. This estimate is based on actual Eibetieene for specific 
commodities and products where such records are available. Where such records 
are not available, as, for example, in exchange loans and the French defense loan, 
disbursements for particular commodities or equipment have been allocated in 
accordance with the pattern of United States exports in 1952 to the foreign coun- 
tries involved. The estimate is as follows: 


Estimated purchases of United States goods and services resulting from disbursements 
on Eximbank loans in 1952 

















" ee of | Percent 
| 

I MI ie dln gine dieninbehaacepeun | $40 | 8.4 
Nonferrous metals_.................-.- ia. es ys | 11 | 2.3 
Structural metal products. ....................-...-- Ligslé. bb» canaiineeah | 6 | 1.3 
Construction and mining equipment _--.-_____--- identi: tah anabuadhitinceeatieedh 27 | 5.6 
General industrial machinery--...............-...--..- Si badinie Dedetbens da donee 29 6.1 
Metiwarsing machitery....-....-.- eS Pose ed ok ka SMR TE 7 | 3.6 
ET SOR in 5. nae cenbdncbteidss hab cstucnsscece | 19 | 4.0 
Electrical machinery Bil de ondthbtichan dhisataiceaiaheen adlsibathdaat tina staba ae Ninn Sadish 23 | 4.8 
Motor vehicles (trucks, buses, $18 million). Sennhibednmetiiethe a . 24 | 5.0 
Railroad equipment (locomotives $17 mijlion)......-__- alee st. naaetln de 20 4.2 
Other transportation ean (aircraft, * aes ih ctld eben wtnepanuil a lidiibseol 8 | wz 
Food products. a (i dbs cilatbim areetnis bn tates | 2 | 4 
Textiles and apparel I i en cnet ae arth lh ali Eireann th nematic 3 .6 
Lumber and paper products_- Leck Matdidualenuccadbescenbah | 7 1.5 
SR coidinnhe ctisnkhiad leita than ath dnncenliibe 15 | 3.1 
Petroleum products-_--........-...---- ai alapiae anid Lesa : 10 2.1 
Rubber products... --..-..- nites bee « See bier chs Cnbiack «ose Ghiiencbebekabie’ 5 | 1.0 
ah chica hia cnn nkhteh bo atlinneesppopeblcdd dibdoutiibivgia 2 .4 
Miscellaneous products...............-.-.-----..---.-- 2 .4 

Total manufactures..................-- Venbicicl amelnamlnnioe 7 270 | 56. 5 
SE nwa snvaundudevede~ssPeneen pepe pecniseustbedsrepegepsibee ‘ 141 | 29. 5 
TN. « Nien da ntiobdes . m | 12 2.5 
Grain __ miss r « 19 | 4.0 
rire a serra ete, ue SRE CEs ee eaneccgdeucdeeasepeseabtaks 23 4.8 
Construction fees, salaries, | CR iil in ch sidisntin ucencuiantbenn ecient 5 | 1.0 
Ocean transportation clbiinn~b theta ae sdlbammebenrabnrsn-gaaedthn< inane ; 7 1.5 
Other services and commodities. ..-.-..-.----.------------- el bmn aewtons Dptioswnl 1 | 2 

Total services and commodities...............-...---..---------------- 208 | 43.5 

NE ries oo ee pie ocddh mer ape Sbipyeaqme~chsucovsocce ngage 478 100.0 





Total estimated disbursements of $478 million were approximately 3.2 percent 
of United States exports in 1952 which indicates the contribution made by Export- 
Import Bank toward the financing of United States exports and the expacsion 
of international trade. This contribution becomes even more significant when 
it is considered that the disbursements of $478 million equalled in size 55 percent 
of all cotton exports or 57 percent of wheat exports, two of the most important 
export crops of the United States. It is also of interest to note that the estimated 
Export-Import Bank disbursements,in 1952 approached in magnitude total United 
States exports in 1952 of construction and mining machinery of $500 million or 
reported 1952 exports of aew automobiles * and trucks ® of $563 million, and ex- 
ceeded the combined reported 1952 exports of agricultural machinery and trac- 
tors § of $430 million. 

Although the contribution made by total Export-Import Bank disbursements 
is important in relation to total United States exports and therefore the expansion 
of international trade, this contribution becomes even more impressive when 


Export-Import Bank disbursements for certain commodities or products are com- 


§ Automobile, truck, and tracter exports are exclusive of special category exports 
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pared with United States exports of these commodities or products. For ex- 
ample, Export-Import Bank disbursements for cotton of $141 million amounted 
to 16 percent of total cotton exports of $874 million, disbursements for tobacco 
of $12 million to 4.9 percent of exports of $245 million, and disbursements for coal 
facurted goods are concerned, disbursements for steel mill products of $40 million 
equalled 7 percent of total exports of $578 million, disbursements for mining and 
construction machinery of $27 million were equal to 5.4 percent of exports of 
$500 million, disbursements for metalworkivg machinery of $17 million equalled 
6.5 percent of exports of $261 million. Export-Import Bank disbursements for 
commercial aircraft of $7 million were 25 percent of exports of $28 million, and 
disbursements for locomotives of $17 million were over 50 percent of locomotive 
exports of $33 million. (See also chart IV.) 

he above examples are sufficient to show the importance of Export-Import 
Bank disbursements in financing the exports of certain commodities and products. 
There are, of course, important exports such as the exports of medicinal and 
pharmaceutical products, or of oil well drilling machinery which have not been 
financed by Export-Import Bank to any appreciable degree due, among other 
reasons, to the availability of private financing. 

Export-Import Bank disbursements for financing exports bring about, of course, 
other United States exports. In many cases disbursements by Export-Import 
Bank cover only a portion of the cost of United States exports; the cost of the re- 
maining exports being met by the borrowers or the exporters themselves. This 
is especially true of project loans. Moreover, Export-Import Bank disburse- 
ments for United States exports bring about an additional demand by the bene- 
ficiaries of the credit for exports for replacement, maintenance, and additions. 
Finally, the financing of exports by Export-Import Bank causes a large continu- 
ing demand for related United States exports and arising from investment stimu- 
lated by the project financed by Export-Import Bank. For example, a large 
United States-owned utility company operating in Latin America estimates 
that its expenditures for electrical equipment and materials in the United States 
during the postwai period of a value of $100 million have resulted in total exports 
of electrical equipment appliances and so forth, into the countiies where it operates, 
resulting from the additional availability of power of at least $500 million. 


2. Geographical distribution of Export-Import Bank disbursements. 


The geographical distribution of Export-Import Bank disbursements during 
the 6-year period from June 30, 1947, to June 30, 1953, is summarized below: 
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It will be noted that Europe accounted for over 41 percent of total disburse- 
ments during the 6-year period. This is accounted for by large disbursements 
to Europe in the last half of 1947 and in 1948 when European reconstruction 
loans were still important, by the large 1952 disbursement for the French defense 
loan, and by a number of commodity loans disbursed in 1952. 
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Next in importance are disbursements to Latin America, which accounted for 
over 32 percent of all disbursements. The very large disbursements to Latin 
America for 1951 and the first 6 months of 1953 are, of course, accounted for by 
the exchange loans to Argentina and Brazil, respectively. Latin American dis- 
bursements were the largest of all disbursements in every year or 6 months’ period 
except in the last 6 months of 1947 and in 1948 and in 1952. 

Third in importance are disbursements for goods and services destined for 
Asia. Disbursements for goods shipped to Africa and to other countries, that is, 
Australia and Canada, are relatively unimportant except for a $140 million pay- 
ment to the Canadian Government for goods and equipment which was made 
in 1948. 


8. Export-Import Bank disbursements to specific countries 


The relative importance of disbursements for United States exports made by 
the Export-Import Bank to total United States exports to various countries 
varies, of course, widely. In order to show the importance of United States ex- 
ports financed by the Export-Import Bank to comparable United States exports 
in selected countries, exports financed by the bank have been compared with the 
United States exports to the same countries. For a number of Latin American 
countries, which are becoming increasingly important as a field for Export-Import 
Bank loans, this comparison has been made by relating the disbursements by the 
bank which were made primarily for products consisting of iron and steel prod- 
ucts, machinery of all kinds, and vehicles, with total United States exports ! of 
these products exclusive of special category exports. Since a classification of 
disbursements by Export-Import Bank by countries and product lines is not 
available, it has been assumed that all disbursements made by Export-Import 
Bank have financed the export of these products. It must be realized, however, 
that although direct commodity loans have been eliminated, some exports fi- 
nanced by the bank would undoubtedly cover other exports such as wood, glass, 
and other products. It is believed, nevertheless, that these disbursements are 
relatively small. This comparison is summarized below (chart V): 


United States exports of iron and steel products, machinery and vehicles for 1947 to 
1952, inclusive 


Financed by | Export-'m- 
Total (mil- | Export Im- | port Bank 
lions) port Bank | in percent of 
(millions) tot 


a 
Rind: ninnidakanisgnindnendweocnssianiidiinnbs onsite ‘ | 


$84.2 $27.6 32.8 
Brazil......- 2, 161.0 73.5 3.4 
Chile 454.8 102. 6 23.0 
Colombia._-. 700.6 | 30.8 4.4 
I 3 Giak ns dibishalinalése cids dlnin b Wiki oisidiebhldibubhisi'n libs lies tebbdeddin twee ik 804.3 6.3 .8 
i cndenstiithtiditin «:ccinatace hocanignihitedl ich aedeanatneiaiisiellhtiaeii median eigen’ 1, 763. 6 | 123. 4 7.0 
Ls ai gle ct iewins'nn + iaetakne iuatanencnpene dea 5 sudcanabate« 323.7 | 5.9 1.8 
WRONG sts ldansesdcs Ll bihs sec SU ele abe abigksaees wadedbe 198. 0 6.2 3.1 
WIND die Sibi dcacinide ddibectidadiibasbedebhh lide dank 1, 532.8 10.0 A 








Although it is realized that the disbursements made by the bank may not have 
financed exports actually shipped during the same period, this factor is unimpor- 
tant since a relatively long period was used. The table shows that United States 
exports of iron and steel products, machinery, etc., were financed to approximately 
the extent of one-third in Bolivia, to the extent of about one-fourth in Chile and 
in smaller ratios in other countries. The amount of exports financed by the 
Export-Import Bank in any one country depends, of course, on many factors 
which are outside the province of this paper, but it is clear from the table that the 
Export-Import Bank plays an important part in financing exports to these Latin 
American countries and therefo.e in the expansion of international trade. 

A comparison was also made of total United States exports in all categories 
with total Export-Import Bank disbursements for a number of countries not in 
Latin America for which Export-Import Bank disbursements covered a variety 
of products and commodities. This comparison is as follows: 


1 In some cases only principal exports of these categories are available. 
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United States exports 


Disburse- 


ments by Export- 


Import Bank 
xport- in percent 
Import Bank 
(millions) total 


Period covered 





Yugoslavia 1950 to 1952, inclusive ___- 231. $54. 1 
Israel 1949 to 1952, inclusive.__ : . 104.1 
Italy 1048 to 1061, inclusive... .._......2.....--..2..2.-0---.00] . 064. 100. 2 
Indonesia 1951 to 1952, inclusive... - | ‘ 130.7 





! Disbursements made only in 1951, Total United States experts for 1951 and 1952 used since disburse- 
ments also covered shipments in 1951. 


This comparison shows that the bank financed approximately one-quarter of 
all United States exports to Yugoslavia and Israel. Offshore purchases were 
relatively unimportant in these cases and it can be assumed, in any event, that 
dollar disbursements made for offshore purchases would have been used eventually 
for the purchase of United States exports. The comparison also emphasizes 
the importance of the Export-Import Bank as a vehicle of financing United States 
exports and promoting international trade. 


4. Employment attributable to export-import bank disbursements 


United States exports financed by the Export-Import Bank are not only im- 
portant in relation to total exports, but also, of course, on account of the employ- 
ment created by them. At the request of the bank the Department of Labor 
prepared an estimate of employment attributable to the estimated nonfarm 
disbursements of the Export-Import Bank in 1952 of $306 million. This esti- 
mate arrives at an employment of 42,000 associated with these disbursements. 
The Department of Agriculture, also at the request of the bank, prepared a 
similar estimate of the employment necessary to produce the agricultural com- 
modities financed by the bank in 1952 in the estimated amount of $172 million. 
This estimate arrives at an employment of about 60,000 persons. 

Total estimated employment attributable to the 1952 disbursements of the 
bank is therefore approximately 100,000. This is comparable in magnitude with 
the employment in 1951 in metal mining of 105,000 and in local railways and bus 
lines of 143,000.° 

It also compares in size with total employment in February 1952 in Jacksonville, 
Fla., of 107,000; in Syracuse, N. Y., of 139,000; in Phoenix, Ariz., of 90,000; and 
in Fort Wayne, Ind., of 80,000.18 

The estimated employment of 100,000 persons attributable to 1952 disburse- 
ments does not reflect the employment arising from exports financed by others in 
the cases in which the Export-Import Bark financed only a portion of the exports. 
It also, of course, does not reflect the employment stemming from exports which 
arose as the result of earlier exports financed by the Export-Impoit Bank, as for 
example, the exports of United States automobiles to be used on highways built 
earlier with Export-Import Bank-financed road contruction eauipment. 

Finally, no statement on employment would be complete without a reference 
to the chain effects of employment and unemployment. It is not enough to 
say that the exports financed by the Export-Import Bank gave employment 
directly to more than 100,000. The employment provided by the expenditures 
of those people and of the stockholders of the corporations employing them may 
also be attributed indirectly to the Export-Import Bank’s activities. 


E, CHANGES IN WORLD EXPORTS 


The main purpose of the discussion under this heading is to relate the trend of 
United States exports to the trend of world exports. An analysis of world exports 
as a whole has not been made as being outside the scope of this paper. 


1. Value and volume of world exports 


A table of world exports by exporting countries for the years 1928, 1938, the 
6-year period 1947 to 1952, inclusive, and the first quarter of 1953 (on an annual 
basis) is contained in exhibit IV. This exhibit, which is based on data published 


* Statistical Abstract of the United States, 1952, p. 182. 
‘© Employment and Payrolls, Department of Labor, April 1953. 
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by the International Monetary Fund, sets forth world exports translated into 
dollars. The world export figures presented in this exhibit reflect, therefore, not 
only quantities and export prices (unit value) in local currency, but also the 
changing value of local currencies in terms of the dollar. 

Exhibit IV shows that world exports declined from $33.2 billion in 1928 to $21 
billion in 1938, a decline of about 36 percent. This was caused not only by a 
decline in the quantity of exports, but also by a sharp drop in export prices. 
These in turn were brought about by fluctuating exchange rates, currency war- 
fare, and export and import restrictions... World exports in 1947 of $50.4 
billion were about 2% times those of 1938. This was caused almost entirely by 
a tremendous increase in world export prices which, according to the International 
Monetary Fund, increased from an index number of 49 (January—June 1950= 100) 
in 1938 to 119 in 1948, an increase of 140 percent. 

The value of world exports in the powtwar period increased by over 50 percent 
from $50.4 billion in 1947 to $76.9 billion in 1952, but declined to an annual rate 


‘of about $72.5 billion in the first quarter of 1953. World exports during this 


period reflect, among other things, United States Government and related financing 
of huge amounts of exports. A comparison of world exports on the basis of current 
dollars and on the basis of constant dollars index (January-June 1950=100) is 
shown below: 





! 

Annual 

" | rate Ist 

1938 1948 | 1951 quarter 

1953 
Value of exports—current dollars (billions) ..................-..- $21.0 $54. 2 $76.9 $72.5 
a price index (January-June 1950= 100)... ................ 49.0 119.0 131.0 119.0 
Volume of exports in terms of January-June 1950 dollars (bil- 

ecidptcnurcus tncenbnidetibiiedasine ciaiabbadien tp nadeibbadiae 43.0 45.5 58. 6 60.9 





This shows that the quantity of world exports in 1948 exceeded that of 1938 
by only about 5 percent. The quantity of exports since 1948 has increased, 
however, by one-third. 

A factor to be considered in appraising changes in the value of world exports 
is a divergent price trend for primary, that is substantially agricultural, mining, 
and forest products, and for manufactured goods. Roughly, the price level of 
primary products since 1938 has trebled, whereas that of manufactured goods 
has only doubled 

Oxports of manufactured goods in 1951 accounted for about 43 percent of the 
value of world exports, only one-half percent more than in 1938. On account of 
the divergent price trends as to primary products and manufactured goods, 
exports of manufactured goods accounted, however, for about 53 percent of the 
total quantity of world exports in 1951 measured at 1938 prices.!2 This means, 
of course, that the industrial countries had to export larger quantities of exports 
to the primary producing areas in order to buy primary exports from these coun- 
tries." If this divergence were to continue, the industrial exporters would have 
to continue to export a relatively larger volume of exports. 

The quantity of exports (expressed in 1948 dollars) from a group of industrial 
countries 4 increased from about $27.5 billion in 1938 to close to $40 billion in 
1951, an increase of about 44 percent. Exports from the industrial countries 
among themselves increased from $14 billion in 1938 to $18.6 billion in 1951, an 
increase of about one-third. In contrast, the exports from the group of industrial 
countries to the rest of the world, consisting mainly of primary areas, increased 
from $13.5 billion in 1938 to over $21 billion in 1951, an increase of about 56 
percent.5 This indicates, of course, that the primary areas are gaining in im- 
portance as a market of the production of the industrial countries. In this con- 
nection it must be considered, however, that the year 1951 reflects a large amount 
of international stockpiling arising from the Korean war, and like all postwar 
years, large United States Government financing of exports. 





on peeing the World Economy, Norman 8. Buchanan and Friedrich A. Lutz, Twentieth Century 
und—1947. 

12 International Trade 1952—The Contracting Parties to the General Agreement on Tariffs and Trade 
(GATT), June 1953, p. 6. 

18 Since 1951 the export prices of important primary products have declined substantially, but not enough 
to invalidate this conclusion. 

4 United States, United nee. France, Western Germany, Belgium-Luxembourg, Italy, Nether- 
lands, Sweden, Switzerland, and Japan. 

18 Derived from table LV of “‘Economic Survey of Europe Since the War’’—U. N., Geneva 1953. 
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2. World exports of raw and semimanufactured goods 


The only commodities discussed here are commodities of which the United 
States is an important exporter. Approximately 57 percent of the value of world 
exports in 1951 consisted of foodstuffs and raw materials, approximately the same 
ratio as in 1938. In 1951 leading nonmanufactured word export commodities 
were, in descending order (by value): petroleum and its products, cotton, wool, 
wheat and flour, rubber, coffee, coal and coke, sugar, meat, tobacco, copper, and 
butter. In general these export commodities were also the leading nonmanu- 
factured exports in 1938. Of the export value of manufactures in 1951, approxi- 
mately one-third is accounted for by machinery and transportation equipment 
and one-sixth by textiles. 

In general the exports of foodstuffs are only a small part of the total world 
production of foodstuffs and the amount exported in the postwar period has been 
a smaller proportion than in the prewar period with the exception of bread grains. 
The sources of supply of foodstuffs export have mainly shifted from the Eastern 
to the Western Hemisphere; 1951 export shipments of wheat exceeded 1934-1938 
exports by about 75 percent. On the other hand, exports of coarse grains remained 
approximately unchanged. As to wheat, the United States and Canada combined 
supply now nearly four-fifths of world exports as against one-third before the war. 
This is partly explained by a relative decline in exports from Australia and from 
Argentina. Both of these countries show, however, signs of recovery at this time. 
Western Europe is the principal importer of wheat. In 1953 Canada, a principal 
competitor of the United States, increased its wheat exports in comparison to the 
equivalent 1952 period. 

Part of the increase in world exports of wheat is due to a heavy decline in the 
exports of rice which are now about only 60 percent of prewar exports. Both 
India and Japan in 1951 imported only one-half of their prewar rice imports. 
On the other hand, the net rice exports of the surplus countries in Asia have lately 
been less than one-half their prewar quantities. 

Approximately one-fourth of the world production of edible oils and fats is 
exported. The share of the United States has increased from less than 2 percent 
to almost 20 percent of world exports in 1951. 

Raw materials other than foodstuffs and semimanufactured goods, the latter 
in general requiring further processing, account for a larger share of world exports 
in the postwar period than in the prewar period. According to a rough estimate 
the imports of crude materials, including fuels, into the United States and Western 
Europe where about 40 percent of the value of toal imports into these countries 
in 1951 as against approximately 33 percent in 1938. International trade in 
semi-manufactured goods ' has increased in volume somewhat more than trade 
in all manufactures. Up to 1951 exports from the dollar area have increased much 
more than exports from either the United Kingdom or the Western European 
industrial countries. 

The volume of world trade in cotton in the last 3 years was only at the same level 
as in 1938-39. The United States is the chief exporter of cotton, followed by 
Egypt. The principal importing countries were Japan, the United Kingdom, 
France, Western Germany, and Italy in 1952. Cotton imports of the principal 
textile producing countries have in general decreased from 1951 to 1952; the 
United Kingdom reduced its imports from $725 million in 1951 to $359 million 
in 1952. Cotton imports into these countries during the first quarter of 1953 
were smaller than during the first quarter of 1952. The United Kingdom, for 
example, reduced its imports from $129 million to $76 million. 

The production of tobacco has increased to some extent in the principal ex- 
porting areas. There has been a considerable shift in favor of the American-type 
tobacco in Europe which has adversely affected other exporters of tobacco. West- 
ern Europe imports about 70 percent of total leaf tobacco exports; although, as 
noted earlier, the United Kingdom imported in 1952 less tobacco from the United 
States than in the previous year. Imports of tobacco of the United Kingdom, the 
principal importing country, decreased from $226 million in 1951 to only $143 
million in 1952. Moreover, first quarter imports for 1953 were only $21 million 
in contrast to $41 million in 1952. A large portion of the United Kingdom’s 
imports of tobacco comes not only from the United States but also from the 
African sterling area. On the other hand, changes in German tobacco imports 


from 1951 to 1952 and from the first quarter of 1952 to the second quarter of 1953 
were only small. 


‘6 The source for the data presented in the following discussion is simerdy “International Trade 1952”— 
The Contracting Parties to the General Agreement on Tariffs and Trade (GATT) Geneva, June 1953. 

1’ This group as defined in ‘‘International Trade 1952’ GATT, Geneva 1953, includes mainly “base metals 
and manufactures” and chemicals. 
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The world output of petroleum has more than doubled since before the war, 
North American production accounting for more than one-half and Latin America 
and the Middle East, with production roughly equal, accounting together for 
another 36 percent of world production. Approximately one-third of the world 
output of petroleum is exported. Western European imports of petroleum, which 
represent about 40 percent of world petroleum imports, have doubled in 1951 
compared with 1938. Refined petroleum exports are relatively less important 
than before the war. In contrast, imports of crude petroleum into Western 
Europe have increased more than four times, compared with the prewar period. 

World production of hard coal in 1952 was approximately equal to that of 1950. 
Coal and coke imports of the principal European importers, France, Germany and 
Italy, increased from $662 million in 1951 to $721 million in 1952. In regard to 
volume, total Western European coal imports decl'ned from 68 million tons in 
1951 to 63 million tons in 1952. This was accounted for in the main by a decline 
in the United States exports to Western Europe from 25 million tons in 1951 to 
approximately 20 million tons in 1952. However, United States exports of coal 
to Western Europe in the prewar period were negligible. Intra-Western European 
shipments rose from 47 percent of total Western European imports in 1951 to 
about 55 percent in 1952. Late data on international shipments of coal are not 
available, but the imports of France and Germany decreased from $166 million 
during the first quarter of 1952 to $101 million for the first quarter of 1953. 


38. World exports of manufactured goods 


Large changes have taken place in the volume of finished manufactures, that 
is, consumer goods and capital goods, from the prewar to the postwar period.'* 
The volume of exports of capital goods consisting of metals and manufactures, 
machinery, transportation equipment other than passenger cars, and chemicals 
(expressed in constant dollars) from a group of representative industrial countries ' 
has increased from $9.3 billion in 1938 to $17.5 billion in 1951, an increase of 
90 percent. In contrast, the volume of exports of consumer goods consisting of 
passenger cars, textiles, and other manufactures increased from $8.1 billion in 
1938 to $9.8 billion in 1951, an increase of only about 20 percent. This indicates 
a growing demand for capital goods both in the industrialized and nonindus- 
trialized countries; whereas increased domestic production of consumer goods, 
notably textiles, has retarded the growth of the world’s import demand for such 
goods. In this connection is must be realized, however, that the year 1951 re- 
flects a large amount of international stockpiling arising from the Korean war and, 
like all postwar years, large United States Government financing of exports. 

There have also been important changes in the exports of capital goods as to 
destination between 1938 and 1951. The volume of capital goods exports from 
the industrial group to the rest of the world, consisting in the main of primary 
producing countries, jncreased from $5.3 billion in 1938 to $10.6 billion in 1951, or 
doubled. However, the volume of intraindustrial group exports of capital goods 
increased from $4.1 billion in 1938 to only $6.9 billion in 1951, an increase of less 
than 70 percent. In other words, in 1938 exports from the industrial group to 
the rest of the world were about 56 percent of total exports, but after the war 
this proportion had increased to 61 percent. Conversely, intraindustrial group 
exports decreased from about 44 percent in 1938 to about 39 percent in 1951. 

exports of consumer goods from the industrial group have shown an opposite 
tendency. The volume of consumer goods exports from the industrial group to 
the rest of the world increased from $5.1 billion in 1938 to $5.9 billion in 1951, an 
increase ‘of about 15 percent. However, intraindustrial group exports increased 
from $3 billion in 1938 to $4 billion in 1951, an increase of about one-third. The 
intraindustrial group exports of consumer goods increased from 37 percent in 1938 
to 40 percent in 1951 of total exports—a small increase—but the exports of con- 
sumer goods from the industrial group to the rest of the world decreased from 63 
percent in 1938 to 60 percent of total exports in 1951—a small decrease. 

As to the price of manufactured goods, it appears that the prices of consumer 
goods have risen much more than the prices of capital goods since 1938. Tenta- 
tive estimates as to the trend of export prices indicate that 1951 export prices of 
capital goods in terms of 1938 prices (100) have risen most in Japan (338) and 
least in the United Kingdom (151) and are roughly the same in the continental 
European countries (184) as in the United States (180). In contrast, export 
prices of consumer goods are also the highest in Japan (556) in comparison with 





18 The following discussion is based primarily on table LV of Economic Survey of Europe Since the War, 
U.N., Geneva 1953. 

18 United States, United Kingdom, France, Western Germany, Belgium-Luxembourg, Italy, Nether- 
lands, Sweden, Switzerland, and Japan. 
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1938 prices (100) and the lowest in the United States (203), while they were higher 
in continental western Europe (261) than in the United Kingdom (238). e 
United States in 1952 had a larger share in the value of world exports of capital 
goods than in the prewar period and this is also true as far as consumer goods are 
concerned. The United Kingdom has increased its share in the value of world 
exports of capital goods from 1938 to 1951, whereas its relative position as an 
exporter of consumer goods has remained the same. In contrast, continental 
western Europe and also Japan have suffered a relatively large decline as a source 
of exports of capital goods, but have lost less ground as a source of supply of 
consumer goods. 

As far as capital goods are concerned, machinery and transport equipment 
accounted for roughly one-tenth of the value of world exports both before the 
war and in 1951. Developments regarding exports of machinery and transport 
equipment are briefly described below: *° 

The volume of exports of agricultural machinery was four times as large in 
1951 as in 1938. 

The value of 1952 exports of agricultural machinery and implements was $141 
million for the United States, $99 million for Canada and $60 million and $33 
million for the United Kingdom and Germany, respectively. The last 3 countries 
increased their 1952 exports by from 7 percent to 21 percent over 1951 exports, 
whereas the United States exports in 1952 were the same as in 1951. The exports, 
of these four leading countries during the first quarter of 1953 were lower than 
for the first quarter of 1952, the largest declines being shown by the United King- 
dom (47 percent) and by Germany (24 percent). 

The production of tractors is now about four times that of the prewar period. 
In recent years ay 20 percent of the world production of tractors has 
been exported. he principal exporters of tractors in 1952 were the United 
States ($289 million), the United Kingdom ($126 million), and Germany ($64 mil- 
lion). United States exports from 1951 to 1952 declined by about 7 percent. 
Those of the United Kingdom were practically the same, but the exports of 
Germany increased by almost 40 percent. The exports of the three leading 
countries were somewhat smaller in the first quarter of 1953 than in the first 
quarter of 1952, but the United Kingdom increased its exports of tractors con- 
siderably in the second quarter of 1953. 

The three leading exporters of power generating machinery in 1952 were the 
United Kingdom ($196 million), the United States ($184 million) and Germany 
($103 million). The exports of the United Kingdom and the United States were 
of approximately equal size, both in 1951 and in 1952; but Germany increased its 
1952 exports by more than 50 percent over 1951. The United Kingdom exports 
in the first quarter of 1953 were somewhat larger than in the first quarter of 
1952 but the United States exports showed a decline. 

The largest exporter of office machinery in 1952 was the United States ($93 
million), followed by the United Kingdom ($28 million), Germany ($19 million), 
and Italy ($16 million). United States exports from 1951 to 1952 decreased by 
approximately 20 percent, which was roughly matched by an increase in the 
exports of the European producers. The exports of the United States and the 
United Kingdom in the first quarter of 1953 were considerably smaller than in 
the first quarter of 1952. In contrast, German exports increased. 

The largest exporters of metal-working machinery in 1952 were the United 
States ($255 million), Germany ($178 million) and the United Kingdom ($76 
million). Germany more than doubled its exports from 1951 to 1952, whereas 
the exports of both the United States and the United Kingdom increased by 
roughly one-fourth. The exports of the three leading countries increased sub- 
stantially from the first quarter of 1952 to the first quarter of 1953. 

The United States is the leading exporter of mining, construction and other 
industrial machinery. The exports in 1952 of the United States were $2,293 
million, of the United Kingdom, $632 million, and of Germany, $479 million. 
Germany increased its exports from 1951 to 1952 by almost one-half, whereas 
the increase for the United States and the United Kingdom was approximately 
one-fourth, Germany also showed a substantial increase in its exports from the 
first quarter of 1952 to the first quarter of 1953, whereas the exports of the United 
Kingdom remained practically the same and the exports of the United States 
showed a 40 percent decline. 

In general, a much larger proportion of textile machinery, which is included in 
this classification, is now exported than before the war which is, at least in part, 


2° The principal source for value figures of exports is U. N. Commodity Trade Statistics. 
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in line with the simultaneous decrease of exports of textile goods. The volume of 
imports of textile machinery by Latin America has increased three times from 1938 
to 1950 and in 1951 there was a further increase. In recent years Brazil accounted 
for about one-half of the total imports of Latin America. The United States was 
the largest exporter of textile machinery to Latin America in 1951, followed by the 
United Kingdom and Italy. 

In the field of electrical machinery apparatus and appliances the United States 
and the United Kingdom are the largest exporters. United States exports in 
1952 had a value of $679 million, those of the United Kingdom $503 million and of 
Germany, the third largest, $240 million. German exports from 1951 to 1952 
increased by over one-half, whereas those of the United States and the United 
Kingdom showed a much smaller increase (19 percent and 12 percent, respec- 
tively). The United States, however, showed the largest increase (34 percent) 
in exports from the first quarter of 1952 to the first quarter of 1953, whereas the 
United Kingdom experienced a 12-percent decline and Germany only showed an 8 
percent increase. 

The 4 largest exporters of railway vehicles in 1952 were the United Kingdom, 
$103 million; the United States, $76 million; Germany, $52 million; and France, 
$49 million. The exports of the United Kingdom from 1951 to 1952 increased by 
about one-fourth, those of the United States increased by 10 percent, but German 
exports increased by 110 percent. French exports remained practically the same. 
The exports of the United States, Germany, and France were lower in the first 
quarter of 1953 than in the first quarter of 1952. 

United Kingdom exports of ships in 1952 were $94 million, a 60 percent decrease 
from 1951; German exports were $58 million, an increase of 11 times over 1951; 
and United States exports were $50 million, a 60 percent increase from 1951. 
German exports in the first quarter of 1953 were 24 times as large as those in the 
first quarter of 1952. United States exports experienced a slight decrease. No 
comparative figures are available for the United Kingdom. 

There have also been important changes in exports of manufactured consump- 
tion goods. The volume of exports of cotton textiles in 1951 was roughly four- 
fifths of those in the prewar period. This decline, however, is not due to reduced 
production. Important changes have taken place as to supply. In the 1936-38 
period Japan furnished almost 40 percent of world exports, the United Kingdom 
25 percent, Continental Western Europe 20 percent, India 12 percent, and the 
United States only 4 percent. However, in 1951 Continental Western Europe 
supplied 33 percent of the world total while the exports from the United Kingdom, 
United States, India, and Japan were ranging from 14 to 20 percent. The ex- 
ports of rayon textiles in 1951 were 22 percent of the exports of cotton textiles as 
against only 14 percent in the prewar period. 

Important changes have also taken place in exports of road motor vehicles 
which include, in the main, passenger cars and trucks and their parts and acces- 
sories, and comprise, therefore, both consumer and capital goods. The leading 
exporters in 1952 were the United States, $951 million; the United Kingdom, $560 
million; Germany, $211 million; and France, $199 million. Exports of the United 
States and the United Kingdom decreased by 16 percent each from 1951 to 1952, 
whereas German exports increased by 30 percent and those of France by 8 percent. 
The United States exports in the first quarter of 1953 were very much higher, that 
is 72 percent, than in the first quarter of 1952. German exports also increased, 
whereas those of France experienced a slight decline. No comparative figures are 
available for the United Kingdom. Approximately 14 percent of the world 
production of passenger cars was exported in 1952 as against about 9 percent before 
the war. In 1951 the United Kingdom exported 17 veveuns of her production, 
Western Germany 34 percent, France and Italy between 25 percent and 30 per- 
cent each, but the United States only 4 percent. The United Kingdom was the 
largest exporter in the number of passenger cars in 1951. 


4. Share of the United States in world exports 

As will be noted from exhibit IV, the share of the United States in the value 
of total world exports was about 15 percent both in 1928 and in 1938,7! increased 
to over 30 percent in 1947 and has since varied between 23.4 percent and 18.1 

rcent, the ratio for 1952 being 20.1 percent. The value of the exports of the 
nited States (in current dollars) is therefore in relation to world exports still 
atout one-third higher than in the prewar period, although the share of the 
United States in world exports fell by about one-third from 1947 to 1952. The 


| United States exports in 1932 and 1933 were a lower proportion of world exports. 








798 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


share of United States exports in world exports reflects, of course, high United 
States Government and related financing which has been commented on earlier. 

European exports as a whole, which before the war were approximately 47 
percent of world exports and about 3 times as high as United States exports in 
value, were in 1947 only a fraction higher than United States exports but have 
since increased at a rapid rate. In 1952 they accounted for over 38 percent of 
world exports and exceeded in value United States exports by almost 90 percent. 
This was accounted for by vigorous export drives, currency devaluations, govern- 
mental assistance such as export credit insurance, the extension of long-term 
credits and other means. As far as volume in contrast to value of exports is con- 
cerned, Europe’s share was higher since the export prices of manufactured goods, 
Europe’s principal export, were relatively lower than the export prices of raw 
materials. 

The following table * compares exports of Western Europe and the United 
States by main categories: 


Exports of Western European countries and the United States 
[Millions of dollars at 1948 prices f. 0. b.] 















































































































































Textilesand | Engineering 
a miscellaneous | products—metals Total 
manufactures and chemicals 
hens Percent Amount| Percent) Amount} Percent) Amount} Percent 
ee Se ee | j 
1938: 
United States_.........- ...-) $3,809 36 $539 9 | $2,196 24 | $6,544 25 
Western Europe-.-. ..--| 6,656 64 5,562 91 7, 067 76 19, 285 75 
10, 465 } 100} 6,101 100 9, 263 100 25, 829 100 
1 SSS 
1948: 
United States..........- hos 5, 276 56 1, 547 26 5, 671 45 12, 494 45 
Western Europe......-....-- 4, 149 44 4, 350 74 6, 871 55 15, 370 55 
| 9,425 100 5, 897 100 12, 542 100 | 27,864 100 
\> | 1 = —S>«—_OC———==BSE|W&Ww 
1951: 
United States. _...........- | 6,270 46 1, 420 17 5,420 30 13, 110 33 
Western Europe...........--. | 7,878 OF 6, 900 83 | 12,892 70 | 27,165 67 
| 13,643 100] 8,320; 100] 18,312|  100| 40,275 100 








The above table clearly indicates the sharp drop of the volume of total Western 
European exports from 75 percent in 1938 of the combined exports of Western 
Europe and the United States to 55 percent in 1948 but subsequent recovery to 
67 percent in 1951. For food and 1aw materials the ratios were 64 percent, 44 
percent, and 54 percent, respectively, and for textiles and miscellaneous manu- 
factures 91 percent, 74 peicent, and 83 percent, respectively. For engineering 
products, metals and chemicals, the ratio of Western European exports to total 
exports was 76 percent in 1938, only 55 percent in 1948 but 70 percent in 1951, 
a relatively large recovery from 1948 to 1951. It is interesting to note that 
although the Western European countries have not reached the same proportion 
of world exports (volume) as before the war, the value of their exports constitutes 
a very much higher ratio of their gross national product after the war than before 
the war as will be seen from the following comparison: 


Exports in percent of gross national product 


1938 1951 





United Kingdom..................... bwddithels ia this bie hikes ahaha ~deternd 19.5 
OI oo hid nied ~agpibael J 12,6 
alle Ia 10,5 
Switzerland _____. 20.8 
Western Germany 1231 





#2 Derived from Economic Survey of Europe Since the War, U. N., Geneva, 1953, table 36, 
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A comparison of European and United States exports to Latin America, which 
is of special interest to the Export-Import Bank, in prewar and postwar periods 
is as follows: * 


Exports from Europe and the United States to Latin America 























Total exports f. 0. b. Origin of exports in percent of total 
Year or period 4 _ r — 

Current Percent | West Ger- United Total Eu- | United 

(millions) many Kingdom rope States 
= inotipainamens soil peared cmos premenemnediotae F 
2GB....catpue buantineecewece $1, 129 100 119 15 57 | 43 
January-September 1949 3_____- 4, 138 100 l 13 32 | 68 
July-December 1951 2_.....-.... 5, 733 100 | 7] 8 38 | 62 








1 Total Germany. 2 Annual rate 

It will be noted that the United States increased its share of the vaiue of exports 
from Europe and the United States to Latin America by more than one-half from 
1938 to 1949 and has lost since then only about 10 percent of its 1949 share. The 
strong position of United States exports was probably caused by preference for 
United States goods, production limitations on supplies from Europe and the more 
competitive prices of United States goods’ prices up until the European currency 
devaluations of 1949 and also by the further shift of demand in favor of capital 
goods. Since 1951, however, United States exports of machinery and related 
products into four important Latin American countries, that is, Cuba, Mexico, 
Brazil, and Venezuela, which are the largest takers of United States exports in 
Latin America, have in general lost ground against European exports. 


Exuipit I.—Indexes of quantity, unit value, and total value of exports of United 
States merchandise, by economic classes 


[1936-38 aver: 














mm | : Manufac- | , sma.| Semi- | Finished 
Period oe ls a tured food- | ‘ = - | manufac- | manufac- 
_— assabieas stuffs os tures tures 
QUANTITY } 

1936-38 average - . -. .- 100 100 | 100 100 100 | 100 
1947_.... wei 274 397 478 123 203 332 
1948 =e 214 | 362 | 350 | 100 144 | 257 
1949 sich no rant 220 | 435 297 | 126 150 | 250 
1950 7 193 | 287 | 237 128 27 | 225 
1951 pc aaiediee 247 475 | 264 | 142 154 | 298 
1952 ; 250 | 427 | 243 121 152 326 

January-June 1952__- Cee 263 505 259 135 164 | 330 

January-June 1953_....-...- 270 350 217 99 128 | 398 

UNIT VALUE 

1936-38 average............._-| 100 100 | 100 100 100 100 
1947_. it on ‘ 188 | 248 218 | 195 | 169 | 182 
1948 200 | 255 223 223 184 | 193 
1949 a 185 225 177 212 174 | 184 
1950... it aten mews =] 180 | 193 | 151 | 220 | 170 | 179 
1951 , : pual 206 | 215 189 260 | 209 | 199 
1952 Se ie dwell 205 | 233 177 | 245 | 206 | 200 

January-June 1952__..........} 207 | 240 175 250 | 207 | 201 

January-June 1953_......._.-- 204 | 220 183 231 201 | 201 

VALUE | | 
j | | | 

1936-38 average......-...-..- 100 100 100 100 | 100 | 100 
Sek ae ee ae | 518 983 | 1, 042 | 239 | 344 | 606 
1948 428 923 779 | 222 264 496 
1949__. 406 78 525 | 266 261 459 
1950 347 554 357 | 282 | 216 | 404 
106E il c 509 | 1, 021 | 499 | 369 | 321 | 594 
1952___...- Sat 514 997 431 | 296 | 313 | 652 

January-June 1952 !___.4.-.-.- 544 1, 213 454 | 338 | 340 | 662 

January-June 1953 !___-.._._- | 549 | 769 | 397 | 228 | 259 | 801 

oa } & 4 | 





1 Annual rates. 
Source: Department of Commerce. 


#U.N., A Study of Trade Between Latin America and Europe—Geneva, January 1953, table 9. 
42493-—-54—-pt. 2-3 
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(The following two tables are not referred to in the memorandum. 
They were submitted at the hearing:) 
United States exrports—1953 interim 


[Millions of United States dollars] 





























rr en January—Septem ber 
1952 1953 1952 1953 
United States exports including reexports. . . .........- | _%, 342 $3, 767 _SiL i 380 | _$u, 861 
United States merchandise engeete : sieobitiie ose 3, 306 3, 742 11, 771 
Military shipments, (MSP) _...................-.---.-- 555 876 2, 840 
United States merchandise Caperis less military 
shipments... ...- é er 2, 751 2, 866 9, 931 8, 931 
Agricultural exports : se | 578 632 2, 568 | 2, 009 
Nonagricultura! exports ; 2, 728 | 3, 110 8, 700 9, 763 
Nonagricultural exports less all special categories 2, 023 2,077 | 6, 888 | 6, 487 
United States merchandise exports less special cate- 
gories I and IT 2, 601 2, 709 9, 457 | 8, 496 
Machinery and vehicles, excluding type I special cate- | | 
gory. 1,145 1, 228 3, 740 4, 175 
Machinery and Vehicles, —- — categories | | | | 
Tand II , 930 2, 984 | 8, 003 
Wheat 143 770 488 
Cotten 93 644 365 
Tobacco 98 | 212 268 
Lubricating oils 44 207 | 129 
Electrical apparatus, excluding all aan 4 categories 145 | 456 480 
Agricultural machinery 38 | 116 | 116 
Tractors, excluding all special categories. - . 69 | 235 | 235 
Railway transportation equipment 33 | 56 | 76 
Machine tools and metalworking machinery . . - 58 191 212 
Construction, excavating and mining machinery - -- 110 393 371 
United States exports, -petsiated renee ino omens 3, 767 | ll. 380 | | 11. 861 
Special category exports... .-. aii tuiind adi 1,031 | + 812 | 3, 275 
Total exports, excluding special categories 9. 568 | 8, 586 
Canada al rae Oe a 678 717 | 2.058 | 2, 314 
Latin America __- 1s eae 791 | 739 | 2, 712 | 2, 255 
Europe iid ; : Psi diss... cal 603 | 622 2, 546 | 2. 071 
ES non ot eed een) 0 qigg o cstee ei eenedpede en tiptoe 406 | 481 | 1, 633 | 1, 440 
Oceania ‘ in ae tianlian ite | 40 | 40 | 170 114 
Africa.....- ies Sus ctn > nano pduaakeee erie 119 | 137 449 392 
Exports, United States merchandise.................-.-. } 3, 306 | 3, 742 11, 268 ul. 77 
Crude materials ee an SE ae Wohsin ance 349 | 363 1, 479 | 1, 125 
CIID. 0. oo nn vance labsdbbecahub babies ot | 233 | 231 1, 065 | 7” 
Manufactured foodstuffs. _................-....-- | 159 | 166 542 | 501 
Semimanufactures.- ....... nen lean ial aaa 349 oat | 1, 231 1,011 
Finished manufactures. -- eetines cael 2, 216 2. 641 6, 951 | 8, 375 


NOTE. Special category type I includes exports for which no detail by commodity or country or desti- 
nation is given. It now includes electrical machinery and apparatus, machine tools, and military equip- 
ment. For type II special category commodity totals are given but no detail by country. Type II in- 
cludes heavy-duty tires and tubes, high-grade aviation motor fuel, aviation and motor lubricating oil, 
certain radio equipment, heavy tractors, military motor fuel, aircraft, ammunition, some firearms, explo- 
sives, and special category chemicals. 

Source: Department of Commerce. 








806 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


Revent trends in world exports 
[Millions of United States dollars} 





ist half lst 3 quarters 


1951 


United States exports, including reexports- 
United States exports less special category - 
CR rin cia ut tbnnhtinc dc tetubeste chen 
— Kingdom 


Western Germany-..-..............-.....-- 
Belgium-Luxembourg...-.-.............-. 


eeRaeee 


Pi pe po go 2 90 5S 


as = anane =~ oie ancenebeabed 647 
SS 2 RRS. 1 REE 973 
Scns sere See ee Peas 9772 
I inna nena acne tein eeaiamininn 088 

TE bicncckeibtccancsdeltetunepapamhinh 4 354 


Source: Department of Commerce. 


Mr. SramspauGH. A memorandum, Budgetary Management, Ad- 
ministration, and Internal Operation of the Export-Import Bank, by 
Sidney Sherwood. 


BIOGRAPHICAL SKETCH OF SipNEY SHERWOOD 


Born: May 10, 1901. 

Princeton University: Graduated 1923, A. B. degree; majored in history, poli- 
tics, and economics. 

1923-26: Credit investigation at Bankers Trust Co., 14 Wall Street. 

1926-32: Mining and milling operations—Phelps Dodge Corp., Bisbee, Ariz. 

1933-34: Manager in charge of lending operations, Regional Office of Crop 
Loan Division, Farm Credit Administration, for 19 eastern States, Washington, 
D. C.; transferred to Treasury Department. 

1935-40: Treasury Department, district supervisor, Alcohol Tax Unit, and 
coordinator Treasury enforcement agencies throughout New England, including 
Secret Service, Narcotics, Customs, Alcohol Tax, Intelligence, and Coast Guard. 

1940-42: Assistant Secretary, Advisory Commission to Council of National 
Defense, and liaison officer for Office of Emergency Management. 

1942-43: Executive assistant, War Production Board, and combined Produc- 
tion and Resources Board (United States, Britain, and Canada). 

1944-45: Consultant on foreign requirements, Office of War Mobilization, and 
executive assistant, Foreign Economics Administration. 

1946 to present: Secretary of Export-Import Bank and assistant to the chair- 
man who is now managing director following the President’s reorganization; in 
addition, serves as budget officer and public relations officer and has general super- 
vision of the administration division of the bank. 

Official foreign travel: 

1946: Member of Export-Import Bank mission to Brazil. 

1949: Chief of Export-Import Bank mission to Israel—economic and financial 
survey of the country. 

1949: Financial consultant (on loan from Export-Import Bank) to United 
es economic survey mission to the Middle East (the Arab countries and 

rael) . 

1951: Accompanied Banking and Currency Committee on inspection tour of 
Export-Import Bank lending activities in the countries of Western Europe, 
Turkey, Greece, and Israel. 

1952: Chief of Export-Import Bank mission to Afghanistan and Saudi Arabia— 
surveyed economic and financial situation in relation to projects financed by Ex- 
port-Import Bank. 
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BupGETARY MANAGEMENT, ADMINISTRATION, AND INTERNAL OPERATION OF THE 
Export-Import BANK 


(By Sidney Sherwood, Secretary ) 
RATIO OF STAFF TO WORKLOAD 


Administrative expenses of the Export-Import bank during the fiscal year ended 
June 30, 1953, were $1,044,779. This figure was 1.4 percent of gross interest 
earnings of $75.8 million. In evaluating this ratio of administrative costs to 
earnings it is significant to note that the bank has outstanding loans and undis- 
bursed commitments of $3.4 billion involving 46 countries. 

An appraisal of the work performed by the staff of the Bank in the administra- 
tion of these credits requires recognition of the fact that none of the 138 active 
credits are identical. Included in these loans are development projects designed 
to strengthen the economies of trading partners of the United States, exporter 
credits facilitating the sales abroad of United States suppliers, projects for the 
development and expansion of foreign sources of strategic and essential materials 
required for the defense program and for United States industry, and exchange 
credits to tide over temporary imbalances in the dollar accounts of important 
trading partners. However, citing major categories of types of credits does not 
indicate the character or magnitude of the workload created by the variety of 
complexities and intricacies which occur among the exporter credits, the strategic 
material credits, the development credits and the exchange credits. These varying 
situations require most astute analysis as well as constant vigilance by the technical 
staff of the bank during the life of each credit. 

The economy exercised in the administration of this vast and complicated work- 
load can be best illustrated by the fact that it is performed by a total staff of 138 
people. The quality of the work may best be judged by the bank’s record of losses 
over the 20 years which have elapsed since the establishment of the bank in Feb- 
ruary 1934. During this period the bank has authorized credits totaling $6.4 
billion. It has sustained losses of $498,600 which is one one-hundredth of 1 per- 
cent of total loan disbursements. 

The Congress appropriates no money for the operation of the bank. It sets a 
limit each year on the amount of the bank’s earnings which may be used for admin- 
istrative purposes. Had the bank been less economy-minded over the years it 
could easily have justified larger limits. Its net interest earnings have been averag- 
ing recently over $50 million annually after deducting from gross earnings interest 
paid to the Treasury on its borrowings as well as all administrative expenses. But 
in spite of this large net profit within which it could have justified a larger adminis- 
trative expenditure the bank preferred to hold its staff down to an absolute mini- 
mum, to refrain from the establishment of a research department, a public relations 
department, field offices, and the many service facilities which are the usual com- 
ponents of departments of Government. It preferred on the contrary to utilize 
existing facilities in the other departments where statistical information was avail- 
able in the field of international and domestic economics and financing. This in- 
volves liaison and consultation with the Departments of Treasury, State, and 
Commerce and with international lending and monetary institutions. 

This conservative approach to management has made it possible for the bank 
to function with a cisleadional staff including 8 economists, 13 examiners, 10 engi- 
neers and 9 lawyers. To perform the task with so small a staff has required the 
most careful selection of technical personnel. The bank prides itself on the quality, 
ability, and performance of its professional staff. 

The bank does not maintain field offices. Experience has proved that it is 
more efficient and economical to send representatives of the bank abroad from 
time to time to inspect the progress on projects financed in part by the bank and 
to inspect projects for which applications for loans are pending. Under this pro- 
cedure the full responsibility for the success of a project is placed on the borrower. 
While the advice of the technical staff of the bank is available to the borrower, the 
bank assumes no responsibility for supervision of the project. Under this pro- 
cedure the foreign borrower has no alibi for failure and takes pride in the successful 
development of his own resources. 

Much time of the staff of the bank is spent in study and appraisal of applica- 
tions which are ultimately rejected. In fact, many more applications are rejected 
than approved. For this reason the amount of new loans and the amount of dis- 
bursements are by no means a complete measure of the bank’s workload. Fur- 
thermore, the dollar amount of a loan gives little indication of the work involved 
in appraising it. Experience has shown that the work of appraisal of an applica- 
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tion including the financial, economic, engineering, and legal analysis and the 
subsequent administration of the credit is often greater with the smaller loans 
than with the large ones. Nevertheless, some indication of the magnitude of 
operations lies in the fact that the bank currently has outstanding commitments 
in the amount of approximately $3% billion involving 46 countries. 

In appraising the economy exercised in the administration of the bank’s opera- 
tions, it is significant to compare the ratio of total personnel and administrative 
expenses to active credits for the fiscal year 1945 at the close of the war and fiscal 
year 1953. 


Fiscal years 





Total personnel 

Administrative expenses... = ‘ 

Loans outstanding and undisbursed commitments................-_._- 
Gross income 





It will be noted from the above table that during these 8 years although the 
total active commitments of the bank increased 513 percent, the staff of the bank 
increased by only 138 percent, and administrative expenses 249 percent. The 
ratio of administrative expenses to gross income decreased in the period from 3.5 
to 1.38 percent. 

OPERATION 


Applications for credit are received by mail or by hand directly from the bor- 
rower. In the case of a foreign government applying for credit the application is 
usually presented by that country’s ambassador in Washington. The application 
goes first to the office of the Secretary for registration and preparation of a sum- 
mary bringing out the salient facts in the application. After consultation with 
the Vice President, the Secretary notifies in writing the member or members 
designated to prepare a preliminary memorandum on the application. The 
purpose of this preliminary consideration is to save the time of the borrower and 
the staff of the bank in those cases where a cursory analysis indicates clearly that 
such a credit would either not be within the purview of the bank’s functions or 
would not be desirable for foreign policy or other reasons. When the preliminary 
memorandum to the Executive Committee has been prepared, the Secretary 
places it on an informal agenda and distributes it to the officers and chiefs of 
divisions. After consideration in the Executive Committee, the Managing Direc- 
tor decides whetherthe application should be rejected for reasons indicated above 
or should be given exhaustive analysis and receive formal consideration. If the 
latter, the Secretary in consultation with the Vice President notifies in writing 
the chairman and members of the staff committee designated. 

This procedure has been developed by the bank in order to make full use of the 
technical members of its staff in the analysis and consideration of applications for 
credit, and was designed to exploit to the maximum the ability of each member of 
the staff. The responsibitity for the management of $4 billion of public funds 1s 
agrave one. Under the procedure worked out no decision is made by the manage- 
ment in committing funds until it has given serious study to a comprehensive 
analysis including the concerted recommendations of the various professional 
members of the staff concerned in that particular credit. The mechanics of this 

rocedure involve the designation of a staff committee to study each application. 

hese committees are composed of a financial man, an engineer, an economist and 
a lawyer, each analyzing the application from the point of view of his particular 
specialty and arriving at a recommendation in concert. Any member of the staff 
committee who dissents from the conclusion of the majority of the committee 
may submit to the management a dissenting memorandum. In this way the 
Managing Director is certain to hear all sides of the case before rendering a 
decision on commitment of funds. 


Mr. Stampauen. A memorandum, Loan Procedures of the Export- 
Import Bank, by Walter C. Sauer: 
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BIOGRAPHICAL SKETCH OF WALTER C. SAUER 


Born Jersey City, N. J., Mareh 5, 1905. A. B. Princeton 1928; LL. B. Yale 
1931; member New Jersey Bar, practicing attorney New Jersey 1931-34; counsel, 
Reconstruction Finance Corporation, 1934-41; counsel, Export-Import Bank 
June 27, 1941, to August 2, 1942; Lt. Comdr., USNR., 1942-45; counsel, Export- 
Import Bank, July 9, 1945; Assistant General Counsel, July 16, 1945; General 
Counsel, December 16, 1947; Vice President, April 11, 1949; General Counsel’s 
Office, Department of the Treasury, September 21, 1953; member United States 
delegation fo the Chilean inauguration, November 1952; member University Club 
of ae Present address, 5118 Chevy Chase Parkway NW., Washing- 
ton, D. C. 











Loan ProcepurgEs or Export-IMport BANK 





(By Walter C. Sauer, former Vice President) 





The procedures employed by the Export-Import Bank for the processing of 
loan applications evolved over the years. They were not formulated and struck 
off at any one time. It is fair to state, however, that within a reasonable time 
after the enactment of the Export-Import Bank Act of 1945, procedures were 
$ established which have formed the basis for operations of the bank up to the 
4 present time.! 

The loan procedures of the bank are by design flexible and in certain respects 
quite informal. This is not to say that they are haphazard or without pattern. 
It does mean, however, that the Bank has found, by experience if you will, that 
the function in which it is engaged calls for operational procedures which, within 
an overall uniform framework, are adaptable to the particular needs of the indi- 
vidual loan applications presented to it. 

The management of the bank has conceived these broad considerations as 
dictating the procedures which it has followed: 

1. The bank is engaged in what in a sense is a marginal governmental activ- 
ity—the making of loans with taxpayers’ money. The Congress has at various 
times recognized that the bank’s activity is a specialized governmental activity 
in the exercise of which the bank ‘“‘should supplement and encourage and not com- 
pete with private capital’; 

2. The overall amount of money involved in the bank’s operations—$4.5 bil- 
lion—is considerable. Individual loans—in many cases in the hundreds of 
millions—are likewise of some magnitude; 

3. Within the broad mandate of the Congress to aid in financing and facilitating 
the foreign trade of the United States, the management of the bank is vested with 
wide discretion. Certain criteria are established for the making of loans 
namely, that the bank should not compete with private capital, and that loans, so 
far as possible consistently with the bank’s purpose, should be specific and offer 
reasonable assurance of repayment. It is left, however, to the discretion and 
judgment of the management to carry out the mandate and to apply the criteria in 
individual cases presented to the bank; 

4. The types of loans needed to fulfill the purposes of the bank vary widely. 
The bank has engaged in making these rather distinct classes of loans: (a) So- 
called exporter credits, in which the bank participates with an American supplier 
in the financing of a particular order for equipment; (b) credits for export of com- 
modities, such as cotton and tobacco; (c) loans for development projects abroad, 
made either to United States or foreign private companies or to foreign govern- 
ments and their agencies; (d) special credits for eadibtiee purposes. Thus, the 
bank’s procedures must be such that they meet the needs of different types of 
loans, each of which presents its own considerations and problems; 

5. The activity in which the bank is engaged involves foreign countries, with 
all the attendant political, economic, financial, and other considerations peculiar 
to foreign activity as contrasted to domestic; 

6. The projects which the bank finances abroad are broad in design and scope. 
They involve economic, financial, legal, and engineering problems which are diffi- 
cult and often quite complex. 

At this point, a statement of the statutory composition and internal organiza- 
tion of the bank might be helpful to a better appreciation of the mechanics of the 
loan procedures followed by the bank: 
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j | The writer’s experience extends only through September 1953, at which time he resigned as Vice Pres 
dent of the bank. 
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1. Management.—The Export-Import Bank Act of 1945, prior to Reorganiza- 
tion Plan No. 5, vested the management of the bank in a Board of Directors, 
consisting of 4 full-time members and the Secretary of State. The reorganization 
plan substituted a Managing Director for the Board and provided further for the 
statutory offices of Deputy Director and an Assistant Director. In this statement 
when reference is made to the “Directors,” it means the Board of Directors up 
until the abolishment of the Board and thereafter the ‘‘Managing Director.” By 
virtue of the bylaws adopted by the Managing Director upon his assuming office, 
an executive committee was created within the bank consisting of the Managing 
Director and the Deputy and Assistant Directors. For internal purposes, the 
executive committee to a great degree performs the functions of, and operates in 
like manner as, 8 Board of Directors—although it is recognized that Reorganiza- 
tion Plan No. 5 vests the powers and functions of the former Board of Directors 
in the Managing Director. 

2. National Advisory Council.—The Bretton Woods Agreement Act provided for 
the coordination by that body of the bank’s activities with other activities of the 
United States Government in the foreign financial sphere. Reorganization Plan 
No. 5 provides that the ‘National Advisory Council on International Monetary 
and Financial Problems shall from time to time establish general lending and other 
financial policies which shall govern the Managing Director in the conduct of the 
lending and other financial operations of the bank.” 

3. Staff—Pursuant to the authority vested in it by the Export-Import Bank 
Act of 1945, the management has created a staff which may for the purposes at 
hand be briefly described as follows: 

A. Officers of the bank: 

(i) Vice President—under the direction of the Directors—supervises the 
loan operations of the bank. 

(ii) Vice President-Treasurer, in charge of fiscal operations of the bank. 

(iii) Secretary, in charge of administrative matters involved in operations 
of the bank. 

(iv) General Counsel. In charge of legal matters. 

B. Operating Divisions: For functional purposes, the staff of the bank is di- 
vided into divisions, each of which is in charge of a Division Chief. Those 
divisions engaged in loan operations are: 

(i) Economic 

(ii) Examining 

(iii) Engineering 

(iv) Legal 

(v) Private capital participation 

Before coming to the mechanics of the processing of a loan application, the 
following observations on the bank’s procedures might be made by way of 
generalization: 

1. Loan regulations.—The bank has no published or unpublished rules or regu- 
lations prescribing criteria for applying for loans or for the processing of loan ap- 
plications other than the general policy statement of the bank, revised August 
1947, and which is published in the Federal Register. This statement, in printed 
form, is available to the public. The foreword states: 

“The purpose of the statement is to provide the public with general information 
on the facilities of the bank and on the policies which guide its operations. It 
is not intended to provide answers to all questions regarding specific proposals 
which may be under consideration for submission to the bank. Questions re- 
garding specific proposals should be directed to the bank for examination in the 
light of the particular circumstances in each case.” 

As indicated, the policy statement is general but it makes it quite clear there 
are no magic words or actions necessary to obtain access to the bank. This fact 
has been publicized by the bank over the years in numerous conferences and 
meetings as well as in informal discussions. Semiannually, the bank submits a 
report to the Congress which is also available to the public. It is quite fair to 
state that the activities of the bank are not secret and its methods of operation 
are generally known to those who have an interest. 

2. Rules governing appearances before bank.—The bank has no rules or regula- 
tions, published or unpublished, prescribing procedures for appearances before 
the bank of persons or firms representing applicants or borrowers. However, 
the bank makes no secret of the fact that it prefers to deal with principals on loan 
applications and, in fact, the bank insists that principals (in the case of corporate 
entities or governments, full-time and accredited employees or representatives 
constitute principals) appear at some time in the course of the negotiations for 
loans. 
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3. Form of loan application. —The bank has no prescribed form of loan applica- 
tion. Any written document is sufficient to constitute a loan application, pro- 
vided it presents sufficient facts for the bank to proceed on. In most instances 
a loan application consists of three parts, each presented to the bank at different 
times: (a) Oral discussion by the applicant with officials of the bank outlining 
the proposal the applicant has in mind; (b) a letter or written memorandum pre- 
senting the matter to the bank in a formal manner; and (c) supplementary docu- 
mentation supplying the economic, financial, legal, engineering, and other data 
required by the bank for consideration of the loan. 

Che steps in the processing of a loan application are these: 

1. Initiation of application.—Applications are initiated either by written com- 
munication or, more often, by an oral approach. In addition to the Directors, 
any officer as well as any member of the operating divisions has authority to talk 
with persons interested in filing a loan application. It will be appreciated, how- 
ever, that the directors and officers of the bank are more often approached by 
applicants than are nonofficer staff members. Engaged as it is in lending to 
foreign governments, as well as private companies, the bank is frequently ap- 
proached by Ambassadors and other high representatives of foreign governments. 
In such cases, the approach is generally made to a director of the bank rather than 
a staff member. 

2. Nature of original approach.—In most instances the original approach to the 
bank, whether oral or written, is more in the nature of an inquiry as to the atti- 
tude of the bank toward the making of the particular loan rether than what might 
be called an application foraloan. Indeed, it may be said that in many instances, 
the inquirer has not made up his mind that he desires ultimately to apply for a 
loan when he makes the original inquiry. Depending upon both the nature of 
the proposal and the person in the bank approached, the first inquiry may or may 
not result in any definite answer by the bank. Although, as indicated, any officer 
or member of the bank’s operating divisions has freedom to discuss loan applica- 
tions, he is without authority to bind the Directors either to a positive or negative 
answer. It is quite fair to state that over the years the Directors of the bank and 
not staff members have made the decisions as to whether a loan will or will not be 
granted. Thus, if the initial inquiry is made of a staff member, the answer gener- 
ally is that the matter will be taken up with the Directors. Of course, staff mem- 
bers often express their opinions—based upon their experience with past applica- 
tions of same nature—as to the possibility of the bank’s granting the loan in 
question. This is particularly the case in applications involving clear-cut and 
long-established policies. If the initial conversation is held with a Director, the 
answer may be a more definitive ‘‘ No” or a more definitive affirmative reply that 
the type of loan involved is within the policies of the bank. But even in the case 
of the Directors, the answer generally given is to invite a written document setting 
forth the essential facts in order to give the bank the opportunity to study the 
matter. 

3. Listing of applications.—All loan applications are listed with the office of the 
Secretary. These include matters which are first broached orally with the bank 
(the bank official conducting the conversation reduces the conversation to written 
memorandum) and those which originate with a written document from the 
applicant. As has been stated, it is frequently difficult to determine what may 
constitute an application as distinguished from a vague and idle inquiry. In any 
event, all inquiries are taken up by the Secretary’s office with the Vice President. 
A decision is made at that point by the Vice President whether the facts presented 
are adequate for the Directors to pass judgment on the policy considerations 
involved in the loan. In other words, the first judgment that must be made in 
any loan application is whether the loan is beyond the legal powers of the bank or 
is proscribed by policy considerations. As a practical matter, since the bank is a 
close-knit organization and the number of inquiries received by the bank is 
relatively small, the Vice President generally calls all inquiries to the attention 
of the Directors and requests advice as to how to proceed, or states that he is 
proposing to ask for further information or not, as the case may be. This is done 
at meetings held daily by the Directors with the officers and division chiefs to 
discuss the business of the bank. These daily meetings of the Directors are 
designated as informal meetings in contrast to the formal meetings held once 
each week pursuant to the provisions of the bylaws. 

4. Preparation of memoranda.—After sufficient information has been received 
to enable the Directors to pass generally on a loan application, that is the policy 
considerations involved as distinguished from its economic, financial, and: engi- 
neering merits, the matter is presented to the Directors in a staff memorandum. 
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The staff member or members who prepare such memoranda are chosen by the 
Vice President in consultation with the chiefs of the various operating divisions. 
They are chosen on the basis of the relationship of their assignment in the bank 
to the major characteristic of the loan involved. In this connection, it should be 
mentioned that there is both a geographical and functional distribution of assign- 
ments within all operating divisions of the bank. Thus, a given loan application 
may, at least in the first instance, involve mainly economic considerations, as 
for instance, an inquiry relating to the possibility of a government-to-government 
balance of payments problem. Then again, the basic consideration involved 
may be more financial than economic. Suffice it to say that those chosen are, in 
the judgment of the Vice President and division chiefs, best able by reason of 
their experience in the bank and their qualifications to develop the facts for 
consideration by the Directors. 

5. Preliminary consideration.—These memoranda analyzing loan applications 
are considered by the Directors at their daily informal meetings. Staff members 
who participated in the preparations of the memoranda are present. As has 
been indicated, the purpose of this so-called preliminary consideration of a loan 
application is primarily to enable the Directors to render judgment on the policy 
considerations involved in the loan. In other words, the Directors make a judg- 
ment at the outset whether the loan is one which falls within the policies of the 
bank and without, except as it may be necessary to pass on the policy considera- 
tions involved, attempting to judge the soundness of the loan economically, 
financially, and engineering-wise. It will be appreciated at once. that this is 
often a difficult judgment to make. More information may be needed to enable 
the Directors to make a decision. Sometimes political and other considerations 
apparent in the loan necessitate consultation at this point with the State Depart- 
ment (i. e. whether the country involved is politically acceptable to the United 
States Government), or with the National Advisory Council (i. e. whether the 
particular type of loan fits in with overall Government policy), or with other 
agencies of Government such as Air Coordinating Committee (i. e. whether 
requested financing of airplanes to a foreign airline is in line with policy) or the 
International Bank (i. e. whether a loan involving a member country is of the 
type eligible for World Bank financing). 

n any event, the Directors of the bank, either with or without consultation 
with any of the mentioned agencies and either after calling for further information 
from the applicant or without the necessity of further information, determines 
whether the particular loan is within the policies of the bank. The decision is 
communicated to the borrower. If the answer is in the negative, it is made clear 
that the bank is always prepared, as is in fact the case, to reconsider the matter. 
This invitation is often taken advantage of—with the result that the bank over 
a period of months and even years is frequently called upon to give reconsideration 
to loan applications—sometimes with an ultimate affirmative decision after policy 
considerations originally militating against the loan have disappeared. if the 
answer is that the bank has determined that policywise it finds the loan one 
it is prepared to consider, the applicant is so advised and invited to submit 
requested detailed information to enable the loan application to be processed. 

(At this point, it might be appropriate to recognize that the various steps in 
the bank’s procedures are admittedly time-consuming. It is believed, however, 
that the time taken in the average loan is quite reasonable when considered in 
the light of the considerations involved. At first blush, the step of “preliminary 
consideration’? might appear to be unnecessarily time-consuming. The intent 
of this step, however, is quite the contrary. Its purpose is to avoid the time 
(not to speak of expense) which would be involved in an applicant’s furnishing 
a wealth of information, only to be told that policy consideration, apart from its 
merits, make the loan one in which the bank is not interested. Granted that in 
the case in which it is determined there are no policy objections, time would have 
been saved in the first instance in dispensing with preliminary consideration, on 
the balance and from an overall standpoint the procedure saves applicant’s time, 
and it is repeated—expense. It wili be appreciated further that the furnishing 
of even the basic information required for preliminary consideration is not an 
easy and speedy task, since nearly all such information must originate abroad. 
Furthermore, as stated, inquiries are often made without the applicant having 
fully made up his mind that he wishes to go through with the loan application 
after being given a preliminary affirmative answer on policy grounds, Thus, 
when told of the receptivity of the bank to a definitive application, the applicant 
needs time first to determine whether it wishes to pursue the matter, and secondly, 
to prepare the necessary information which, in such instances, generally has not 
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been prepared beforehand. It may even be said that in many instances, a nega- 
tive preliminary answer is met with resistance by the applicant who not only 
requests reconsideration, which is always granted, but insists that the bank is 
delaying an answer—by which he means a favorable answer. The bank, however, 
is not unaware of the desirability on all counts of giving expeditious treatment of 
loan applications and has continually sought such end to the extent it is consistent 
with its obligation to the Government and to applicants.) 

6. Study of applications —When it has been determined by the Directors that 
a requested loan 1s within the bank’s powers and policies, the application is turned 
over to the staff of the bank for analysis and study by a group which for internal 
purposes has been labeled a “loan committee.’”’ These loan committees are 
appointed by the Vice President, in consultation with the chiefs of the respective 
operating divisions. The committees are generally composed of 1 member from 
each of the operating divisions with 1 person acting as the chairman. As in 
the case of the preliminary memoranda, the members of the group are designated 
in the light of the relationship of their experience and qualifications to the partic- 
ular loan and foreign country involved. Generally, this is reflected for the most 
part in the choice of chairman. Thus, a loan which is predominately financial 
will have an examiner as head of the group; 1 predominately economic in charac- 
ter will be headed by an economist; and 1 in which engineering appears to be 
the most formidable aspect will be headed by an engineer. It is the function of 
the chairman of the group to take the lead in following through on the study. 
He arranges for group meetings and for consultations with applicants as well as 
generally seeing that the study is conducted in a coordinated and purposeful 
manner. From time to time, the committee confers with the Vice President as 
to progress being made with the study, and the resolution of problems as they 
arise. The Vice President, in turn, undertakes to keep the Directors informed. 
Frequently, this is more than a mere progress report. As questions may arise, 
which transcend the minor and ordinary and assume proportions of policy or 
major technical difficulties, the matter is presented to the Directors for decision. 

These intermediate decisions of the Directors are made at their daily informal 
meetings. 

(Again by way of digression, it would appear appropriate to emphasize the 
time element involved in the study of a foreign project. No average can be 
placed upon the time needed to complete a study. Weeks, months, even a year 
or more may be necessary. In a complex project, the engineering reports to be 
submitted by the applicant may take months or a year or more to prepare. 
Often the applicant must employ independent firms to do this job. The firm 
sends personnel to the foreign country to conduct surveys and make written 
reports to the bank. In some cases it is advisable that the bank personnel visit 
the project before final report 1s made to the Directors. Without laboring the point 
further, it may be seen that the making of a loan by the bank to finance a project 
abroad, whether it be by way of an exporter credit or as a direct loan to the foreign 
entity, necessitates time and, it is fair to state that the single element which is 
most time-consuming of the process is the obtaining of the necessary information 
and data upon which to predicate the loan decision.) 

7. Report af commitiee.—Upon completion of its study of a loan application, a 
committee submits a written report to the Directors. The committee’s report 
includes an analysis of the information which has been brought to bear on the 
case together with its recommendations as to whether the loan should be made and, 
if so, on what general terms. This formal, and in many instances formidable 
document, is the basis of action by the Directors in all cases. To the writer’s 
knowledge, the bank hes never approved a loan without a committee study and 
report. This is not to say, of course, that the Directors must follow or have always 
followed recommendations. Thisis infrequent, however; the writer at the moment 
recalls no case in which a negative recommendation was made that the Directors 
approved the loan. One explanation for the rarity of cases in which the Directors’ 
conclusion differs from that of a committee stems from the frequent consultation 
with Directors on the progress of a loan as it is being worked up by the committee. 
This is not to imply that the Directors dictate to a committee the conclusions it 
must reach. It does mean that if, as a case develops, it becomes quite apparent 
that the application is without merit the Directors take action denying the loan. 
Thus, in most cases which are processed to final study and report, the loan proves 
to be one which the Directors are prepared to grant. 

8. Formal consideration by Directors.—Regular weekly meetings are held by the 
Directors for the purpose of giving What might be called formal consideration to 
loan applications. The agenda items are the committee reports and recommenda- 
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tions. This part of the processing of a loan is in fact quite expeditious. Again, 
this results from the fact that so much about the loan is known to the Directors 
by the time it reaches them for formal consideration. Nonetheless, it is the first 
time they have had the case in its entirety with all assembled information. By 
general rule, a minimum of 2 weeks is therefore taken by the Directors to study 
the committee’s report, debate the matter, refer it to the National Advisory 
Council and make a final judgment. 

9. Reference to the National Advisory Council.—After the Directors have had the 
opportunity to read and consider a committee’s report, a decision is made on the 
quest ion of taking the matter up with the National Advisory Council. If the 

irectors decide to deny the loan on its merits, this is done without the matter 
ever being sent to the Council. If, however, the loan appears to the Directors 
to be sound and they are disposed to grant it, the matter is then sent to the Na- 
tional Advisory Council. In referring a matter to the Council, the bank requests 
the Council to advise the Bank if the Council perceives any objection to the bank’s 
granting the loan. This is a request for a decision on the policy considerations 
involved rather than on the financial, economic and engineering soundness of the 
loan. It has been the practice over the years to submit all loans for this policy 
consideration by the National Advisory Council. Depending, however, on the 
type of loan involved, the Council has given such requests thorough study or more 
cursory study. Thus, in the case of a straight exporter credit, both the bank and 
the Council have taken the position that the policy considerations were insignifi- 
cant or better stated—so well established—that the Council’s consideration of the 
matter was quite perfunctory. On the other hand, a new type of loan or one 
involving a large government-to-government transaction called for more thorough 
study and consideration by the Council. In any event, the National Advisory 
Council action with respect to a matter referred to it is in the form of an expression 
that it perceives no reason why the bank should not consider the loan or, in the 
negative, the National Advisory Council believes that policy considerations 
(presumably expressed) dictate that it is a loan which should not be considered by 
the bank. These decisions are reached by the Council after its staff has made a 
study of the loan upon information furnished by the bank. 

10. Final action by the Directors —After action by the National Advisory 
Council, the Directors proceed with final action on the loan. Until that time, 
the bank has not acted on the loan. Generally, since the bank does not submit 
the loan to the National Advisory Council unless it is disposed to make the loan, 
the Directors are prepared to grant the loan after receiving a favorable policy 
decision from the National Advisory Council. 

In the event of a negative policy consideration, the Directors presumably 
would be guided by such decision—although a nice legal question might have 
arisen—particularly before Reorganization Plan No. 5, if the Directors were to 
vote a loan after an unfavorable policy decision by the National Advisory Coun- 
cil. To the writer’s knowledge, this issue was never presented. Immediately 
upon final action by the Directors, the applicant is notified of the decision. If it 
is favorable, a press release is generally issued by the bank in consultation with 

the applicant. 


Mr. Stampaucu. A memorandum entitled “Organization of Ex- 
—, Bank and Expediting Loan Applications,” by James L. 
iddel. 


BrioGRAPHICAL SKETCH oF JAMES L. RIDDEL 


Place and date of birth: Glasgow, Scotland, June 17, 1897. 

Citizenship: Naturalized citizen, certificate No. 4166865, June 7, 1937. 

Since October 1, 1940, examiner, Export-Import Bank, grade 14. 

From September 18, 1943, to January 21, 1946: Service in United States Army, 
military government. Attached to combat troops in liberation of several French 
cities and towns. Rank on separation: Lieutenant colonel. 

From February 2, 1932, to September 30, 1940: Accountant, Chief of Interest 
Department, RFC. In initial stages originated and drafted instructions to Fed- 
eral Reserve banks and RFC loan agencies, drafted original balance sheet, ac- 
counting, and other forms. Also originated accounting systems for other sub- 
sidiary corporations. Performed all work in connection with purchase and sale 
of securities on a yield basis, amortization plans, etc. Worked out plans con- 
cerning exchange of securities, refunding programs, and other matters of policy. 
Later assigned to work on the procedure covering foreclosure of defaulted loans, 
acquisition of borrowers’ real and personal property, and sale of same. 
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From July 1929 to January 1932: Independent public accountant, set up ac- 
counting systems for small businesses, made audits, etc. Organized the Mer- 
chants Telegraph Exchange and obtained membership in some 300 cities and 
towns throughout the United States. 

From August 1923 to July 1929: Employed by Harry Wardman, Inc., Wash- 
ington, D. C. On arriving from Scotland in August 1923 was employed as fiscal 
and cost accountant in the construction company. LEarly in 1924 was made 
treasurer of Hardy & Co., a subsidiary, whose business was investment banking. 
Returned to parent company as chief accountant of hotel operations and assist- 
ant treasurer, Wardman Park Hotel, Carlton, Chastleton, Annapolis, and others 
owned and operated by Wardman. 

From July 1920 to July 31, 1923: Employed as clerk in secretary’s office, 
Glenfield & Kennedy, Ltd., hydraulic engineers and ironfounders, Kilmarnock, 
Scotland. Also performed all secretarial duties of two subsidiaries, the British 
Pitometer Co. and Centrifugal Castings, Ltd. Studied under School of Account- 
ing, Glasgew, and passed the associates examination of the Chartered Institute 
of Secretaries (British). Subjects: fiscal accounting, cost accounting, economics, 
corporation law, commercial law, etc. 

From March 1916 to March 1920: Served with the Cameron Highlanders, 
Royal Scots Fusiliers, and Gordon Highlanders. Captain in March 1918. 

From August 1914 to March 1916, and March 1920 to July 1920: Employed 
in the Commercial Bank of Scotland, Ltd., Girvan branch, and passed both ex- 
aminations of the Scottish Bankers’ Association. After resigning from British 
Army returned to Kirkintilloch branch, operated Lenzie suboffice. 

School: Girvan Higher Grade School (Scotland) and passed all examinations. 
Studies under private tutor. 


ORGANIZATION OF Export-IMport BANK AND ExprEpITING LOAN APPLICATIONS 
(By James L. Riddel, Examiner) 


I. NEED FOR EXPANDED UNITED STATES FINANCING AGENCY FOR FINANCING 
EXPORTS 


There can scarcely be any argument that a United States organization is an 
absolute necessity to United States industry although plenty of arguments have 
been put forth against any such necessity. These arguments appear to have as 
their origin, either a desire to eliminate legitimate competition by United States 
manufacturers in foreign markets or represent irresponsible acceptance of overall 
theories without making a careful study of elementary facts and possibly a 
combination of both of these factors. 

British and Kuropean banks and financial institutions have had for generations 
facilities for rendering financial assistance to their manufacturers by the extension 
of credits to foreign buyers whether it be for consumer or capital goods on from 
short- to long-term financing. Of course, these countries have branch-banking 
systems (a sufficient number to be adequately competitive within each country) 
and this in itself affords a greater concentration of investment funds thereby 
spreading the risk over the hundreds of branch banks included in each system. 
In addition to these facilities, some of these governments, due to import and 
export restrictions and exchange controls of recent years, have found it necessary 
to augment normal private financing channels and have created government 
organizations to issue guaranties, insurance, subsidies, and other methods of 
financing exports over a term basis of payment by the buyer. 

Without the Export-Import Bank no such facilities would exist for American 
manufacturers. It must be assumed that the United States manufacturer is 
prepared to accept normal competition as to price, quality, and delivery in foreign 
markets. Primarily because of exchange controls but also due to the fact ma- 
chinery and equipment represent capital goods to the buyer, extended terms 
payments are frequently the governing reason for placing an order. It is unfor- 
tunate that the financing of capital goods has been variously referred to as 
“Development financing,’ ‘Project financing’ or “Exporter crecits.”” By 
whatever name an export be labeled and whether the request for term financing 
originates from the foreign buyer or the United States exporter, the ultimate 
result is the same in all cases—the extension of credit to the buyer— not to the 
seller. Obviously then, in all cases, it is the buyer’s ability to meet the financial 
obligation which is of paramount importance to the financing agency, although 
as between buyer and seller, the relationship of caveat emptor exists. Neverthe- 
less, a banking would also examine the manufacturer’s ability to produce 
and deliver. 
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Therefore, suggestions that there is no nee? for a United States agency to engage 
in such financing is clearly directed at United States manufacturers. It is high] 
improbable that similar suggestions have been made which would estop British 
and European Governments or financial agencies from continuing to engage in 
such financing. 

It is admittecly true that the total volume of United States exports represents 
a relatively small portion in total United States production and that those cases 
which require financing are even less significant in terms of cash in the total 
picture. However, it must be recognized that following Worl4 War II, Britain, 
Germany, France, Japan, and other countries simply cid not have the capacity 
to meet the vastly increasing world deman’ for machinery, equipment, and other 
capital goods, which demand, as the resources of backward countries are ceveloped 
is ever on the increase. Also due to exchange restrictions, potential buyers found 
it difficult to replace obsolete machinery, make normal plant expansion, and to 
embark on new enterprises, with the result that these purchases were limited to 
the amount of foreign exchange which could be mace available to the buyer 
through his domestic channels plus any extended paymenv plan which he might 
be able to obtain from foreign sources. 

Extension of credits by foreign countries which are now able to make shipments 
creates a concition which can seriously affect the Unite’ States manufacturer 
whose productive capacity has been vastly increased. Also the United States 
market for many classes of capital goods has reached a saturation point. Con- 
sequently, manufacturers of such equipment must look to foreign markets for 
their very survival. Failure to keep these plants in operation could adversely 
affect Unite? States tax revenues and create unemployment in the United States. 
Therefore, to many United States manufacturers of machinery, equipment, and 
other capital gooc’s, export markets are of increasing importance. As foreign 
cfemand increases and Comestic deman¢t cecreases, which con“ition is presently 
in process, United States export markets become of still greater importance to the 
United States economy. The further suggestion that Export-Import Bank be 
limited to the financing of United States commodrities also constitutes undue inter- 
ference in United States affairs. It should be pointed out that there is relatively 
little Unite?’ States labor cost involvement in producing a bale of cotton or bushel 
of grain when compared to all the labor costs involved in providing a piece of 
machinery or equipment. 

Also, when United States manufacturers cesire to establish plants in foreign 
countries, and in the construction thereof require substantial purchases of United 
States machinery and equipment in adcition to local construction costs and operat- 
ing capital, the bank should extend all possible cooperation. Such plants will 
assist in development of the foreign country and at the same time help United 
States exports. Many such plants plus the development of mining projects result 
in exports from the foreign country, many of which, especially ores of various 
types, represent direct exports to the United States. New industries create 
higher standards of living for the workmen in the foreign country and these in 
turn ereate Cemans for further imports of United States luxuries. 

However, in addition to the financial considerations involved, there is a further 
consideration not only in a continuance of United States foreign trade and its 
expansion, and that is the good will toward the United States which it can create. 
It must be recognized that if the United States at all times sells only for cash and 
refuses term financing then not only will term purchases be made in other countries 
but so also will cash purchases be diverted to these countries. Instead of creating 
good will toward the United States an opposite result occurs. 

Therefore, the making of sound loans by Export-Import Bank thus results a 
twofold benefit in that in addition to helping United States industry it creates 
good will by building up the economy of the foreign country and at the same time 
gives due recognition to native ability and the dignity and sovereignty of the 
foreign country. Also it has endeavored to promote private trade in preference 
to financing commercial activities to be operated or controlled by foreign govern- 
ments. Its policy has been to assist in the creation of free enterprise in foreign 
countries atlier than socialism. It does not attempt to, nor should it, interfere 
in the affairs or policies of the foreign government and to do so would merely 
furnish positive propaganda to support communistic claims of United States 
imperialism. While perhaps in these respects the Export-Import Bank may on 
occasion have failed in some small degree due to individual personalities, never- 
theless these have been policies of Export-Import Bank. 

In conclusion, it is hoped that the following facts have been established: 
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1. That there exists in the UnitedStates the necessity fora United States financial 
agency to assist United States interests in financing the export of machinery, 
equipment, capital goods and agricultural commodities manufactured or produced 
in the United States. 

2. That the result of such assistance will further private enterprise in foreign 
countries and not promote socialism. 

3. That undue interference in the affairs of the foreign governments by the 
United States is avoided. 


Il. PRIVATE CAPITAL PARTICIPATION 


It is suggested that serious consideration be given to reorganization of the 
Export-Import Bank to be operated as a partially owned public organization 
instead of, as at present, a wholly owned Government agency. At present all 
of the bank’s capital stock of $1 billion is owned by the United States Goyern- 
ment and the bank is authorized to borrow from the United States Treasury a 
further sum of $3% billion. These transactions were authorized in the Export- 
Import Bank Act of 1945 which, in addition, specifically provides that they shall 
be treated as public debt transactions of the United States Government. As 
at September 15, 1958, the bank’s indebtedness to the United States Treasury, 
represented by notes, amounts to $1,397,500,000. These notes bear interest as 
stated below and mature as follows: 


N ber 
Rate a of | amount payable | Due 
—_ — - } 

17% percent é 397 $512, 600,000 | June 30, 1959 
2 percent 1 451, 100,000 | Dee. 31, 1961 
Do - ‘ 73 174, 900, 000 | June 30, 1959 

244 percent 5} 67, 800, 000 | Do. 
244 percent 20 191, 100,000 | June 30, 1954 

Total . 1, 397, 500, 000 


| 

In addition to the above indebtedness, the Treasury holds $1 billion of capital 
stock of the bank. 

As at August 31, 1953, the balance of outstanding loans amounted to 
$2,664,586,005.80 and these carried various rates of interest ranging from a low 
of 2% percent to a high of 5 percent. 

It is suggested that the outstanding (as distinguished from authorized) capital 
stock of the bank be reduced to say $150 million or even less, and of this amount, 
say one-third be retained by the United States Government and the remaining 
two-thirds be sold on the open market to United States investors, in conjunction 
with, and on a ratio basis, tax-free bonds of the Export-Import Bank bearing 
the guaranty of the United States Government. The figure mentioned for capital 
stock is made for the purpose of discussion only. Ordinary commercial banking 
practice of ratios of capital to outstanding loans, deposits, etc., would not be 
applicable to the type of organization herein proposed. However, the minimum 
amount of capital stock should permit the bank sufficient income to meet all 
operating costs which would, in turn, be largely governed by the size and scope 
of the organization plus an adequate amount for appropriate reserves. 

The amount, rate of interest, maturities and other terms of the first block of 
bonds and stocks to be sold on the market should be worked out on an equitable 
basis between the bank and the Treasury. For example, if it were decided to 
sell an issue large enough to (1) liquidate all of the bank’s indebtedness to the 
United States Treasury, (2) to retire $950 million of capital stock also held by 
the United States Treasury, and (3) to provide the bank with its operating 
requirements, then the combination issue of Eximbank bonds and capital stock 
+ y be sold to banks, insurance companies, financial institutions, investment 
houses and all other sources of private capital would, of course, be of considerable 
magnitude and also be in competition with the United States Treasury in its 
current borrowing transactions. On the other hand, such sales would decrease 
the current demands of the Treasury to the extent that Eximbank funds were 
repaid. 

In considering such a transaction between the Treasury and Eximbank, the 
rate of interest on the bank’s present indebtedness to the Treasury and the rate 
of interest on the bank’s outstanding loans must be considered. Many.of the 
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bank’s loans were made at times when lower interest rates prevailed and the: 
bank has presently in its portfolio several large loans which carry interest rates. 


of from 2% percent to 3'% percent. Rates paid to the United States Treasury by 
the bank for its borrowings when these loans were made, carried lower interest 
rates than those now prevailing. The only way the bank can be operated 
profitably is, of course, on the difference in the interest rate which it is required 
to pay on its borrowings and the rate which it collects from its borrowers. There- 
fore, careful consideration must be given to this factor when deciding whether 
to repay the Treasury all of the bank’s indebtedness and capital stock by the 
mears suggested above. It may be that, if the market would not be likely to 
take up all of these requirements then Treasury could continue to hold a portion 
of the bank’s low interest rate paper. These matters would require the coopera- 
tion of the Treasury, the Federal Reserve Bank (to obtain if possible the cooper- 
ation of member banks), the Eximbank and other interested parties. Also there 
must be taken into consideration the present earned surplus of the bank and the 
reserves set up out of such income, all of which has been earned when all of the 
capital stock was owned by the United States Government. 

Another factor which should not be overlooked if the organization is to be 
partly owned by private interests is that restrictive provisions should be con- 
tained in the bank’s charter to prevent a repetition of the mistakes which resulted 
in drastic losses to commercial banks in foreign banking activities following 
World War I. The proper functions of the bank are generally more in the nature 
of investment banking rather than commercial banking as these activities are 
understood in the United States and departures into other fields must be avoided. 

It must be recognized that countries possessing natural resources are going 
to develop these resources regardless. If United States industry does not partici- 
pate in such developments, the United States loses profit and it loses prestige— 
surely a most undesirable result for a country which is looked upon for leadership. 
Therefore, it is felt that the United States must adopt a much greater role in 
not only furthering its own export trade both directly and indirectly but by 
strengthening the economy of other countries. This does not mean that these 
objectives must be accomplished by means of government-to-government loans. 
On the contrary, it is firmly believed that they can be much better achieved by 
and between private enterprise. However, since the days of aggressive protection 
of financial interests appear to have lapsed into history, it is still believed that 
the Government should still remain in the picture to offer private industry the 
government-to-government protection which can be achieved through diplomatic 
methods. It is for these reasons that recommendations are made to change the 
character cf the bank from a wholly owned Government agency to a commercial 
organization whereby the majority of the capital stock would be owned by private 
interests and all of the borrowed capital required by the bank obtained from 
sources outside of government. However, in order to obtain borrowed funds on 
the open market in the amounts and for the purposes required, it is evident 
that Government protection to the investor is required and this protection would, 
of course, result from the Government’s minority stock interest and its guaranty 
on the bank’s bonds to be marketed. If agreement on this suggestion is obtained, 
then, in order to permit the bank as reconstituted to play an adequate role, its 
authorized lending power should be substantially increased above the present 
$4'¢ billion limit. 

The foregoing is offered as a suggestion of an ultimate goal to be achieved, 
and as a basis for discussion of the manner and the extent to which such a program 
may be progressively carried out. 


lll, PRESENT ORGANIZATION 


Prior to the recent reorganization order, management of the bank was vested 
in a Board of Directors consisting of 5 members, 1 of whom was the Secretary 
of State. The bank was also represented by its Chairman on the National 
Advisory Council. 

Since the reorganization order went into effect, the Board of Directors has 
been replaced by a Managing Director, Deputy Director, and Assistant Director. 
This action eliminates the Secretary of State as a Board member and eliminates 
one Board member. The bank is no longer represented on the National Advisory 
Council. Two of the previous directors were appointed Deputy Director and 
Assistant Director. That is the result of the reorganization. 

In other respects the bank is organized as before and consists of the following: 

(a) Vice President and Treasurer: This department handles all fiscal and 
accounting matters, prepares fiscal reports, budgets, effects disbursements, is 
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responsible for collections on loans, issuance of notes, custody of securities, and 
a wide variety of fiscal matters similar to those handled in a well-organized 


commercial enterprise. 


(6) Secretary’s Office: This department also functions similar to the secre- 
tary’s office of a well-organized commercial enterprise and, in addition, the 
Secretary is responsible for public relations and acts as Budget Officer. He has 
2 assistants, 1 of whom acts for Board affairs and registrar of loan applications. 
The second is in charge of personnel, employment, payrolls, library, office services, 
dispensary, mail, and files. 

(ec) Vice President (executive): This officer directs, with respect to operations, 
the execution of all decisions of the Board, determines procedures and directs 
and coordinates the work of all operating divisions which consist of the following: 

1. Examining Division 

2. Economies Division 

3. Engineering Division 

4. Legal Division 

5. Private Capital Division 


IV. PRESENT PROCEDURE IN PROCESSING A LOAN APPLICATION 


1. On receipt of an application, it is recorded in the Secretary’s office, who 
then discusses it with the Executive Vice President who, in turn, designates a 
committee of the staff to make a preliminary memorandum to the Executive 
Committee (formerly the Board of Directors) for a decision as to whether or 
not a definitive memorandum to the Board should be presented. This may 
take anywhere from a day or 2 to a week or 2 to be decided, depending on the 
Vice President. 

2. The committee may consist of an examiner, an engineer, a lawyer, and an 
economist or it may be any 1 of 2 of these and 1 of them may or may not be 
designated to act as chairman. The amount of time required by the committee 
to prepare the preliminary report greatly depends on the data which has been 
submitted by the applicant and the reauirements of each individual member of 
the committee. It may take 2 or 3 weeks or even more to prepare this memo- 
randum which, after approval of the Executive Vice President, is included on 
an informal agenda prepared in the Secretary’s office. 

3. On presentation to the Board, the preliminary memorandum is discussed 
at an informal meeting in order to determine whether the st-ff should proceed 
with a complete analysis or to decline further consideration «f the application. 
Here again, the time taken to obtain such decision is indefinite—it may be 
decided at the first meeting or it mav take weeks. 

4. Assuming that it has been decided to process the application, the applicant 
is so notified and any additional information which may have been omitted from 
the application is requested. It may have been decided that members of the 
staff committee visit the foreign country to develop on-the-spot information. 

Preparation of the definitive report to the Executive Committee (formerly 
the Board of Directors) is coordinated by whoever is designated as Chairman. 
The examiner makes a detailed examination of the financial condition of the 
buver who will be the obligor if the loan is granted. This entails an analysis 
of balance sheets, profit and loss statements, fiscal and cost-accounting practices, 
study of estimated profit and loss after completion of the proposed installation 
and borrower’s ability to service the proposed obligation. Other financial 
examination covers a study of the obligor’s corporate structure, ownership of 
capital stock, outstanding indebtedness, and terms of payment and all other 
fiscal matters which are customarily performed in investment or commercial 
banking practice as the case may be. Guaranties to be given by foreign banks 
or governments and other matters of security to be given are also decided by 
the examiner. The economist on the staff committee makes a study of the 
economic aspects of the proposal—this may result in an overall study of the 
country, its imports and exports, balance of payments, domestic market, natural 
resources and other economic considerations which may affect or be affected by 
the making of a proposed loan. The engineer makes a study of the technical 
aspects of the application. This covers the facilities of the buver and the ability 
of the seller to furnish the proposed purchase. It includes a study of the buyer’s 
technical ability, sources of raw material, operating practices, description of 
plant, ete. 

The lawyer studies all legal documents submitted. Staff meetings are called 
by the Chairman when required and additional information obtained from the 
applicant, his representative, the seller or from officials of foreign governments 
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when necessary. Each member of the staff prepares a memorandum on his 
particular function for inclusion in the final memorandum to the Executive 
Committee (formerly the Board). The final memo is coordinated by the Chair- 
man and the staff lawyer assists in drafting recommendations to the Board. 
Conditions to be imposed are also discussed in staff meetings. The scope of this 
work varies with each application. A well-documented application supported 
by adequate financial and engineering reports and legal documents might be 
processed in from 6 weeks to 2 months. On the other hand, the required data 
may take months to develop. 

General-purpose credits to foreign governments require a different type of 
analysis depending on the purpose of the credit—engineers might not be involved, 
although if the credit is to cover government or municipally owned public utilities, 
roads, etc., engineering would, of course, be involved. Also other types of credits 
regardless of whether they be considered development, exporter credits, or project 
loans generally require the type of analysis outlined above. The buyer—whether 
it be an individual, a partnership, a corporation, or any other type of entity is 
the party to whom the credit is to be extended and who will be responsible for 
payment of the resulting obligations—hence, it is the buyer’s credit and ability 
to replay which must receive adequate investigation. 

5. On completion of the staff report, it is reviewed by the heads of divisions and 
when complete is delivered to the Executive Vice President for his approval. 

6. On approval by the Vice President the formal memorandum is aitvenea to 
the Secretary’s Office for inclusion on the formal agenda and distribution to the 
Executive Committee (formerly the Board of Directors). The formal agenda is 
divided into the following sections: 

(a) Minutes of meeting held 2 weeks previously to be approved—these contain 
resolutions of action taken at such meeting. 

(b) Minutes of meeting held previous week to be received. 

(c) “For aetion’’—consideration of applications which had been in the ‘‘for 
consideration”’ section previously. 

(d) ‘‘For consideration’’—contains formal applications for which the staff has 
completed detailed studies and prepared final memorandum. When the final 
memorandum is first included on the agenda, it appears in the “for consideration’” 
section. 

7. It is the customary procedure for the Executive Committee (formerly the 
Board of Directors) to hold an informal meeting on the day before the formal 
meeting. The formal memo is then discussed with members of the staff and such 
discussions may be somewhat prolonged. The Vice President verbally outlines 
the purpose of the memo and the various members of the staff verbally explain 
its contents. 

8. The following day at the formal meeting, the Vice President again verbally 
outlines the application and, if agreeable to the members, the application will be 
referred to the National Advisory Council. 

9. A letter is sent to the National Advisory Council outlining the aspects of the 
application for a policy decision. However, it generally happens that the staff 
members of the National Advisory Council make a second study of the application 
and the time involved in receiving approval of the National Advisory Council 
may be from 2 weeks upward. This feature goes considerably beyond the scope 
of policy and is time consuming. . 

10. After all matters are cleared with National Advisory Council and approval 
obtained, the formal memorandum is moved from the ‘for consideration’’ section 
of the bank’s agenda to the For Action section. The Vice President at the next 
informal and formal meetings reports verbally the action taken by the National 
Advisory Council and further discussions are held concerning the application. 
The loan may be approved at the first meeting or action may again be postponed 
pending receipt of still further information or for other reasons. 

11. After approval of the application, the legal division of the bank first pre- 
pares a letter to the applicant advising of the action taken by the bank and then 
drafts the enabling resolution. When this is completed the resolution is sent to 
the Secretary’s Office and put on the agenda under the section ‘“‘minutes of regular 
meeting of (previous week) to be received.” 

12. A week later, the resolution appears on the agenda under the section 
“minutes of regular meeting of (2 weeks previously) to be approved.”’ 

13. After the legal division has completed drafting the resolution, work on draft- 
ing the loan agreement is started on. Agreements may be between a foreign 
government or other foreign legal entity or in the case of so-called exporter credits 
may constitute a simple agreement between the United States seller whereby the 
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bank agrees to purchase notes of the foreign entity. Time consumed in drafting 
loan agreements varies depending on the complexity of the case, the conditions 
to be imposed, type of security and many other factors. After drafting the loan 
agreement, the lawyer consults with the bank’s engineer and examiner concerning 
those features of the loan agreement applicable to their particular functions after 
which the loan agreement is discussed with the borrower until final agreement is 
obtained on both sides. The loan agreement is then prepared in final form and 
arrangements made with the borrower for signing and execution. Time involved 
in this phase depends on so many factors that it would be difficult to estimate any 
reasonable average. In the case of agreements with United States suppliers, 
2 or 3 weeks would be sufficient, in the case of general-purpose credits with foreign 
governments perhaps 2 months would be required, and in the case of other types of 
agreements anywhere from 2 to 6 months might be necessary. 

14. After execution of the loan agreement and before the credit becomes opera- 
tive, the borrower is required to comply with conditions set forth in the loan agree- 
ment such as entering into contracts with United States engineering or construc- 
tion companies, engaging an auditing firm, furnish legal opinions, and comply with 
other legal matters (mortgages, negative pledges, etc.), submit construction 
budgets, ete. After compliance with the various requirements, the examiner 
and the engineer each prepare memos to the legal division expressing opinions 
as to compliance with requirements, whereupon the legal division prepares a final 
memorandum for the files declaring the credit operation. 

The foregoing has attempted to outline in some detail the procedure involved 
in processing an application. It must be recognized that no two applications 
even covering similar types of financing can be exactly alike and when one con- 
siders the variety of the type of financing which are involved, it will not be difficult 
to realize that no fixed procedures can be evolved for each and every case—just 
as it would be most impracticable to prepare a form of application for a loan to be 
filled in by each and every applicant. 

Aside from the obviously cumbersome procedure, by reason of the committee 
system which is practiced, the system for a financial viewpoint is completely out 
of focus. Instead of analyzing an application from the financial aspect of the 
applicant’s ability to service the proposed debt and other practical factors involved 
in this respect, the committee system results in the financial approach becoming 
subordinated to engineering, economics, and legal judgment. For example, the 
engineer member of the staff committee may delay for weeks or months his study 
of the application in spite of the fact that the applicant may have employed a 
United States firm of engineers who are specialists in the particular field in question 
and upon whose analysis the financial man would be more justified in giving 
greater weight. However, in actual practice, the engineer, the economist and 
the lawyer frequently reach beyond their true functions and trespass into the 
field of prudent financial and business judgment, with the inevitable result that 
what should be the governing aspect becomes completely subordinated. Not 
only is this true in analyzing a loan application, but it also applies in deciding 
the terms and conditions under which a credit will be operated and in the adminis- 
tration of credits when made. 

These facts have resulted in a great amount of justified adverse criticism by 
applicants and borrowers and in most cases the time consumed in the process is 
unduly long—not to be counted in days or weeks but rather than by months or 
even years. These conditions are bad and should be remedied forthwith, the 
answer being, of course, appropriate organization dominated by financial thinking 
in which other functions play their supporting role thus bringing all aspects of the 
financial problem into proper focus in a minimum amount of time with a maximum 
amount of clarity. 





Vv. PROPOSED ORGANIZATION 


It is open to debate whether the governing body of an organization such as the 
Export-Import Bank is better vested in a single administrator or in a board of 
directors. Commercial practice would undoubtedly favor a board of directors 
with a president, who may or may not be one of its memberss The mere fact 
that the new Administrator has created an Executive Committee which, in fact, 
functions exactly as a board, tends to confirm that the board of directors type of 
management is preferable, 

Therefore, it is recommended that management of the bank be restored to that 
of a board of directors, one of whom shall be the Secretary of State as formerly. 
It is also recommended that the bank again be represented on the National 
Advisory Council (if, in fact, the latter is necessary). These recommendations 
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would be unchanged whether the bank is to be operated as a commercial agency 
with Government participation or as a wholly owned Government agency. 

It has always been believed that the practice of lending money is basically a 
financial matter and consequently that the management of a financial organization 
should be in the hands of financial men. It is therefore recommended that the 
board members be selected for their financial training, experience and ability, 
without reference to political party membership. Possibly one of the directors 
might be selected from the investment banking field, another from commercial 
banking, and the other two for their experience in the fields of industry and 
administration. There should also be a president who may or may not be a 
member of the board but who undoubtedly should be experienced in both invest- 
ment and commercial bank financing. In addition to the Secretary of State, the 
advice and counsel of the Secretaries of the Treasury, Commerce and Agriculture 
and Chairman of the Federal Reserve Board should be available to the bank 
either, as at present through the NAC, or by designation as additional board 
members or otherwise. 

Little or no changes need be made in the treasurer’s or secretary’s offices, as 
they are presently organized. Perhaps the treasurer’s office should add a statis- 
tical section since the bank appears to have been handicapped in this respect. 
However, the secretary should be relieved of the duties of public relations officer 
and the responsibility for internal administration. Separate divisions should be 
established for each of these functions. Recommendations such as these and 
other similar matters would be better deferred until the recommendations as to a 
financial management have been considered. If the bank is to obtain its lending 
funds through the sale of securities on the market through finance it would be 
necessary to add a security marketing division. 

As to the operating division it will be noted in paragraph III (c) above that 
these all fall under the direction of the executive vice ore ent and from a study 
of the method of processing a loan application as described in paragraph IV above 
it is not difficult to conclude that the procedure is inefficient, cumbersome an 
time consuming. This is due to a number of reasons, the two principal of which 
are: 

(a) Arrangement as opposed to organization of the bank according to functions; 
and 

(b) Failure to delegate limited authority to responsible personnel. 

Not only in the processing of loan applications are these defects apparent but 
in the administration of loans when made, does such organization result in ineffi- 
ciency. With an examiner administering a loan in a financial capacity and there 
exists independent administration by engineers or economists whose viewpoint 
can affect a borrower’s financial position, the results can easily be visualized. 

It is not the purpose of this memorandum to recommend a remedy in minute 
detail nor yet to claim that the suggested remedy is the only one possible. How- 
ever, in general, in order to expeditiously handle loan applications and properly 
administer loans, it is strongly recommended that the present system of divisions 
by functions be discontinued and in lieu thereof operating divisions be organized 
on area bases. 

The number of area divisions would, of course, depend on the activities in each 
country. Possibly North America (Canada and Mexico) would constitute an 
entire division, likewise Brazil, while a combination of all of the countries making 
up Central America would constitute another, and so on. Any arrangement 
should, of course, be sufficiently elastic to permit expansion, contraction or rear- 
ranging as the dictates of work demand from time to time. 

Since, as stated above, the lending of money and the administration of loans is 
a financial matter, each area should be in charge of a financial man. He should 
be capable in the field of investment and commercial banking. To a very limited 
degree, the services of the present examiners are used in this respeet with, however, 
no control over the actions of other functions, which condition leads to confusion 
in ee and can result in a borrower’s financial operations becoming 
distorted. ‘ 

The financial man in charge of each area should be given the title of vice presi- 
dent for the prestige it affords in dealing with foreign customers. The Board 
should delegate to each vice president a certain amount of authority which would 
permit the vice president and his staff to decline obviously weer applica- 
tions and to pass on certain operating matters without requiring the formality of 
Board presentation. 


TNO 


Smeaeetreaerouwunt 


Lk aa iN ha RN isn nt 


ea OTN Ds ae ee 


EE 


STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 823 


On each vice president’s staff he should have a sufficient number of assistants. 
If, for example, a vice president is in charge of an area comprising several countries, 
it might be found expedient to place an assistant vice president in charge of a 
particular country. his would be governed by the activity in loans and appli- 
cations in a particular area and which would vary from time to time. 

Each area vice president should have as part of his foree an economist to advise 
on economic matters and a lawyer to handle legal matters. By so limiting these 
functions to particular areas, it is evident that a greater degree of specialized 
knowledge can be obtained and utilized by the management. 

Also on the areas group there should be a sufficient accounting or clerical force 
to verify and pass on disbursement requests from borrowers supported by lists 
of purchases, and other evidences of expenditures, although such functions might 
well be performed in the treasurer’s division. 

In creating area divisions each group would acquire a greater knowledge of all 
pertinent information concerning the country or countries assigned to it and by 
personal contact with the personnel of borrowers and officials in foreign govern- 
ments, there would result a greater understanding of the problems which exist in 
connection with each loan. 

By the creation of efficient teams, thoroughly competent in each area and re- 
sponsible to the Board, it is believed that all of the cumbersome procedure would 
be eliminated and the necessary work performed better and more expeditiously 
and that this follows commercial practice gained after possibly generations of 
experience. 

However, the engineering division can scarcely be segregated by areas since, 
due to the nature of this work, it is better retained according to engineering func- 
tions, Consequently, this division should be used as engineer advisers to the 
area vice presidents depending on the engineering requirements in each particular 
case. In no ease, of course, should they advise or instruct borrowers in their 
engineering problems since such advice, if followed, might give rise to financial 
problems and possibly adversely affect a loan. 

It must also be recognized that in all but the most backward of countries, there 
are many engineers and others, highly trained and experienced, especially in the 
problem at hand and in local conditions, and this native knowledge and ability 
should be respected. However, in eases where required, it naturally should be 
augmented by United States experience and ability in the particular field, in which 
event, the area vice president should require the applicant to engage the services 
of United States independent engineers especially qualified to handle the specific 
problem. 

It is believed that the Board should first set general policies as to the types of 
loans and general standards which would be qualified for financial assistance. It 
should also delegate authority to the area vice president to decline obviously 
unacceptable applications and at the same time require that the vice president 
render all possible assistance to United States manufacturers, exporters, and 
others. For example, in the case of critically required minerals by United States, 
every effort should be made by the vice president to make possible the financing 
of mines in foreign countries, needless to say, on a thoroughly sound basis. Also 
the vice president should be given authority to pass on routine matters concerning 
the operation of credits—such as approval or denial of contracts with engineering 
companies, contractors, auditors and other matters wherein the exercise of prudent 
business judgment is involved. These matters alone would remove most of the 
present bottlenecks, would eliminate the formality and time consumed by formal 
consideration of the board of directors and the work incident to such presentation 
and would greatly speed up the operations and important work of the bank. It 
would also leave the members of the Board greater time and freedom to deal with 
top level liaison and other matters of greater importance and more becoming to 
the status of directors. Naturally, in order to attract the type of vice president 
capable of assuming these responsibilities, it would be necessary to pay higher 
salaries than those now prevailing in the Export-Import Bank but which, however, 
are common in organizations of a comparable nature. 


James L. Rippge., Examiner. 
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Mr. StrampavuGu. Two memorandums, Role of the Examining 
Division in the Operations of the Export-Import Bank and Fields of 
Operation of Export-Import Bank and World Bank. 


BIOGRAPHICAL SkEetcn OF RayMoOND L. JoNES 


Commercial specialist (finance and credit); b. Lebanon, Virginia, September 1, 
1909; s. Henry C. and Georgia E. (Miller); attended Virginia Polytechnic Institute; 
graduate of American Institute of Banking; m. Constance D. Fogle, April 11, 1936; 
two sons, William Raymond and Douglas George. 

1930-40: Employed at National Metropolitan Bank, Washington, D. C. 

1940-48: Served with foreign funds control, United States Treasury Depart- 
ment, in administrative capacities, including Chief of the Securities and Currency 
Section and Acting Chief of the Licensing Division. 

1948: Special Assistant to the Deputy Administrator, War Assets Adminis- 
tration. 

1948: Business Analyst, Department of Justice, Office of Alien Property. 

1948-51: Examiner (international finance), Export-Import Bank of Washing- 
ton. 

1952-53: Chief of Examining Division, Export-Import Bank of Washington. 

1953: Chief of Examining Division and Assistant Treasurer, Export-Import 
Bank of Washington. 

Home: 4315 44th Street NW., Washington 16, D. C. 

Office: Export-Import Bank of Washington, 811 Vermont Avenue NW., 
Washington 25, D. C. 

Served as a member of the board of governors, Washington chapter, American 
Institute of Banking. Served as treasurer of various organizations, including the 
Washington chapter, American Institute of Banking. 


Ro.LEe OF THE EXAMINING DIVISION IN THE Export-IMporT BANK 
(By Raymond L. Jones, Chief, Examining Division and Assistant Treasurer) 


The Examining Division analyzes for consideration by the Managing Director 
the financial aspects of loan applications, particularly corporate financing pro- 
posals, and administers all authorized credits. 

In performing these duties the Examining Division collaborstes with the other 
divisions of the bank. When loan applications are received a staff committee, 
composed of members of various divisions of the bank, is designated to study and 
evaluate the proposal and recommend action for the consideration of the Managing 
Director. An examiner is normally a member of such a committee and may serve 
as chairman. 

On proposals presented for consideration of the bank, an examiner studies and 
evaluates the supporting data'to determine whether they establish the feasibility 
of the proposed project from the financial viewpoint and whether the operation 
of the project is likely to produce the income necessary to repay the proposed loan. 
He appraises the balance sheets, income statements, capital structure, and any 
security which may be offered, investigates the character and financial responsi- 
bility of the sponsors of private enterprises proposed for financing, determines the 
adequacy of equity investment and working capital and whether sufficient funds 
are available to meet domestic currency costs of proposed projects. Members of 
the Examining Division participate in conferences with applicants, interested 
governmental officials, both foreign and United States, banking officials, suppliers 
and others, and participate in foreign missions to formulate a suitable basis for 
consideration of financing proposals. Their findings are coordinated with those 
of other staff members of the bank to provide the basis for recommendations to 
the Managing Director. 

The Examining Division collaborates with the legal staff in negotiating the 
terms of agreements on authorized credits to assure the inclusion of adequate con- 
trols for the effective administration thereof and makes arrangements with bor- 
rowers for suitable operating rocedures and documentation. 

The Examining Division admiinisters all authorized credits to. assure fulfillment 
of the purposes and requirements of the relative loan agreements, This entails 
responsibility for examination of disbursement requests and all supporting docu- 
mentation evidencing the expenditure of loan funds, compliance with insurance 
and shipping requirements, for examination and approval of letters of credit sub- 
mitted for the bank’s guaranty and for obtaining progress, financial and other re- 
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ports indicating the status of projects financed. The administration of credits 
requires frequent contacts or correspondence with borrowers, contractors, sup- 
pliers, banks and shippers who are involved with the operation thereof, as well as 
field trips to assure that satisfactory financial procedures and controls are in 
operation. 

The Examining Division advises the management of the bank concerning the 
financial status of projects and credits, It also supervises orderly collection of 
outstanding loans and, when circumstances require, it negotiates modifications of 
loan terms for consideration of the Managing Dissector, In addition to adminis- 
tering loans made from the bank’s funds, the Examining Division participates in 
the administration of certain FOA loans and guaranties and loans made under the 
Defense Production Act of 1950, as amended. 

Due to the tremendous volume of statements and other documents, such as 
invoices, bills of lading, insurance documents that are presented to the bank in 
connection with the equipment, materials, and services that are financed by the 
bank and the necessity to check the accuracy of such documents, it is necessary 
to have clerks assist the examiners. The clerks check the accuracy of the figures 
and assist in maintaining records pertaining to the financial control that must be 
exercised over the credits by the examiners. 

In reviewing the functions of the Examining Division it will be noted that there 
are two major segments of its work, i. e., analyzing applications and administering 
loans. 

These functions entail the study and analysis of credit applications and support- 
ing financial data, consultation in connection with the preparation of the credit 
agreements, designing and maintaining adequate financial controls, designin 
suitable operating procedures, examining documentary evidence of purchases mm 
authorizing disbursement of loan funds, approving proposed letters of credit, 
analyzing periodic financial reports, making field inspection trips, supervising the 
orderly collection of outstanding loans and many other related duties. 


The functions of the Examining Division are performed by the following per- 
sonnel: 
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Fretps oF OPERATION OF THE Export-Import BANK OF WASHINGTON (Ex- 
IMBANK) AND THE INTERNATIONAL BANK FOR RECONSTRUCTION AND 
DeveLorMeNT (IBRD) anp How Torey May Br Derinep 1n CONNECTION 
With Furure Operations 


(By Raymond L, Jones, Chief, Examining Division and Assistant Treasurer) 


In considering the fields of operation of the two banks it is necessary to first 
look at the purposes for which the banks were organized. Section 2 (a) of the 
Export-Import Bank Act of 1945, as amended, reads in part as follows: 

“The objects and purposes of the bank shall be to aid in financing and to 
facilitate exports and imports and the exchange of commodities between the 
United States or any of its Territories or insular possessions and any foreign 
country or the agencies or nationals thereof.” 

Article I of the Articles of Agreement of the International Bank for Reconstruc- 
tion and Development which is headed ‘“‘Purposes’’ reads as follows: 

“The purposes of the bank are: 

“‘(i) To assist in the reconstruction and development of territories of members 
by facilitating the investment of capital for productive purposes, including the 
restoration of economies destroyed or disrupted by war, the reconversion of 
productive facilities to peacetime needs and the encouragement of the development 
of productive facilities and resources in less developed countries. 

“(ii) To promote private foreign investment by means of guaranties or partici- 
pations in loans and other investments made by private investors; and when 

rivate capital is not available on reasonable terms, to supplement private 
investment by providing, on suitable conditions, finance for productive purposes 
out of its own capital, funds raised by it and its other resources. 
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(iii) To promote the long-range balanced growth of international trade and 
the maintenance of equilibrium in balances of payments by encouraging inter- 
national investment for the development of the productive resources of members, 
thereby assisting in raising productivity, the standard of living and conditions 
of labor in their territories. 

“(iv) To arrange the loans made or guaranteed by it in relation to international 
loans through other channels so that the more useful and urgent projects, large 
and small alike, will be dealt with first. 

‘*(v) To conduct its operations with due regard to the effect of international 
investment on business conditions in the territories of members and, in the 
immediate postwar years, to assist in bringing about a smooth transition from a 
wartime to a peacetime economy. 

‘*The bank shall be guided in all its decisions by the purposes set forth above.” 

In carrying out the purpose of the Export-Import Bank the management has 
followed a policy of financing exports on a selective basis. In this way the bank 
has concentrated its assistance on projects which will, among other things, make 
it possible for the country receiving the loans to increase their productive facilities. 
This, in turn, creates employment and raises the standard of living of the peoples 
in such countries. Eventually this will lead to a greater demand for not only 
capital equipment but many other items that go to make up international trade. 
The Export-Import Bank has also followed the policy, as dictated in the Export- 
Import Bank Act of 1945, as amended, of supplementing and encouraging and 
not competing with private capital. 

It can be seen therefore that in general the purposes of the two banks are not 
dissimilar. There is one basic difference, however, in that the Export-Import 
Bank is a United States entity created by Congress to aid in financing and in 
facilitating the foreign trade of the United States. 

In creating the Export-Import Bank, Congress gave it the power to make loans 
in any foreign country to governments and government entities, to private 
entities or individuals, and to persons in the United States wishing to export goods. 
Such loans can be made with or without government or government entity 
guaranties. In implementing the policy of assisting foreign trade of the United 
States, the Export-Import Bank, in general, limits its loans to financing United 
States goods and services. 

The IBRD is an international organization and was created to assist in the 
reconstruction and development of the member countries and to promote the 
long-range growth of international trade. The IBRD is restricted in that loans 
may be made only to member countries and then only to or with the guaranty 
of their governments or government agencies. As has already been pointed out, 
the Export-Import Bank generally confines its activities to financing United States 
goods and services. The IBRD is not permitted to show preference to products 
of any member country regardless of the currency of the loan. This makes it 
difficult in many instances for United States bidders to be successful in their bids, 
due, among many things, to our high standard of living and therefore higher cost 
of production in relation to many countries. We should not lose sight of the 
fact the other member countries do not hesitate to assist their own foreign trade 
through the use of loans and export credit guaranty programs. In considering 
the obligations of the United States Government to United States exporters and 
its obligation to the IBRD, the following program of operations of the Export- 
Import Bank and the IBRD is suggested. This program is, of course, subject 
to the rules and regulations as contained in the Export-Import Bank Act of 1945, 
as amended, and the articles of agreement of the International Bank for Recon- 
struction and Development. The United States Government should at all times 
reserve the right to use the Export-Import Bank in making loans where the 
interest of the United States can best be served by such action, even though 
under the proposed program the applicant would normally seek assistance from 
the IBRD. Such action would in most instances require coordination which 
should be accomplished through the facilities of the National Advisory Council 
on International Monetary and Financial Problems (NAC) which was estab- 
lished under the Bretton Woods Agreement Act to coordinate policies and opera- 
tions of the representatives of the United States on the Monetary Fund and the 
IBRD and of all agencies of the United States Government which make or par- 
ticipate in the making of foreign loans or which engage in foreign financial exchange 
or monetary transactions. 

It is the practice of Eximbank, before taking affirmative action on a loan appli- 
eation, to submit the proposal to NAC for guidance on any matter of policy 
which, in the opinion of the Council, might be involved. 
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1, NONMEMBER COUNTRIES 


Since the IBRD may not make loans to nonmember countries, such countries 
or nationals thereof would continue to approach Eximbank for loans as they have 
in the past. A large portion of the loans made by Eximbank in the past 3 years 
have been in nonmember countries. Some of these countries have since joined the 
Bretton Woods organizations. 


2. MEMBER COUNTRIES 


(a) Government Loans.—Government of member countries should in general 
look to IBRD for foreign exchange loans in connection with large long-range 
development programs, such a flood control, irrigation, transportation, etc., 
where private interests are not prepared to carry out the program. This does not 
mean however thet Eximbank should not make loans to governments of member 
countries for development purposes. If such a government makes application to 
Eximbank and it is the opinion of the United States Government that the interests 
of the United States can best be served by using the facilities of Eximbank, the 
fact that the prospective obligor is the government of a member country should 
not in itself be cause for referring the applicant to the IBRD. It is also quite 
conceivable that the IBRD might deny an application which, in the opinion of the- 
United States Government, should be approved. The fact that the IBRD refuses 
a loan should be taken into consideration but should not in itself be prima facie 
evidence that the loan should not be made by anyone else. 

(b) Government-guaranteed loans.—In those instances where loans are to be 
made to agencies of governments of member countries with or without a govern- 
ment guaranty to carry out large development programs such as those mentioned 
in (a) above, the same criteria should be applicable as in (a). 

In those instances where private e tities are in a position to carry out such de- 
velopment programs and Eximbank is approached for assistance, the application 
should be considered by Eximbank and, if it is found appropriate to do so, the 
loan should be made even though it may be found necessary to request a guaranty 
of the government of the member country or an agency thereof such as a central 
bank. 

It is obvious that the program outlined in (a) and (6) requires coordination. 
This should be done through the facilities of the National Advisery Council, 
which, as pointed out above, was established to coordinate, among other things, 
the policies and operations of the United States representative in the IBRD and 
the Eximbank. 

(c) Loans to private entities —Due to the fact that the IBRD must operate 
through governments of member countries or agencies thereof and cannot make 
loans without government or government agency guaranty, it is not in a posi- 
tion to make loans +o private entities without requiring such a guaranty. To 
do this just to make it possible for IBRD to make a loan would be very inappro- 
priate. It would destroy the very principle of private enterprise and should never 
be countenanced by the United States Government. It is, therefore, obvious 
that private entities should have free access to the Eximbank without any sug- 
gestion that they apply to the IBRD. 


3. APPLICATIONS BY UNITED STATES EXPORTERS 


It has already been pointed out that IBRD may not show preference to the 
goods of any particular member country. It, therefore, behooves the United 
States Government, in order to protect the interests of its exporters, to follow 
the policy of assisting them, as it has in the past, through the facilities of Eximbank 
even though such assistance may involve taking the obligations of government of 
member countries or agencies thereof. If the proposed financing involves a 
segment of a program that is under consideration by the IBRD, it should be co- 
ordinated and, if the proposition is approved by the IBRD, Eximbank should 
finance that part of the business that is secured by the United States exporter, 
assuming, of course, that the proposition is satisfactory to Eximbank. ‘This sug- 
gestion may raise a question in connection with the IBRD’s practice or requiring 
borrowers to secure bids and placing the business with the successful bidder. It 
is believed, however, that, if Lximbank makes a loan to cover the goods supplied 
by the United States exporter, there should be no problem. 

It should be pointed out again at this juncture that other member countries 
who have the same obligations to the IBRD, except possibly as to amount of 
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participation, do not appear to hesitate to bolster their foreign trade through 
unilateral action in the form of loans and export credit insurance to cover orders 
secured by their exporters. 


4. LOANS TO EXPAND OR COMPLETE PROJECTS THAT HAVE RECEIVED PRIOR 
ASSISTANCE 


It should be understood that the bank that has previously granted loans with 
respect to a given project should consider any further assistance except in those 
cases where private interests have taken over the project. In such cases it would 
be appropriate, after consulting with IBRD, for Eximbank to consider any addi- 
tional financing. 


5. LOANS CONCERNING STRATEGIC MATERIALS TO BE IMPORTED INTO THE UNITED 
STATES 


It does not appear that there could be any question concerning the fact that 
such loans should be made by Eximbank, since they are of direct interest to the 
United States. Applications for such loans should be considered by Eximbank 
even though the prospective obligor may be the government of a member country 
or an agency thereof. 


6. SHORT-TERM (COMMODITY) LOANS 


The record will show that Eximbank has performed a real service in assisting 
United States exporters in financing commodities such as cotton. This service 
should be continued through the facilities of Eximbank even though such loans 
may involve taking the obligations or the guaranty of the governments of member 
countries or agencies thereof. 

It is believed that the principles outlined in this paper are consistent with the 
obligations of the United States in connection with the Eretton Woods Agreements. 
It is also believed that the IBRD has a real duty to perform in the field of long- 
range reconstruction and development work. There are many countries importing 
food even though there are vast areas that, but for the lack of water, could produce 
large quantities of food. There are rich areas that are inaccessible due to the 
lack of transportation facilities, such as railroads and highways. It can, therefore, 
be seen that the 1BRD has a great obligation to the world and can be of great 
service in raising the standard of living, thereby increasing international trade. 

The Export-Import Bank has a long history of successful operation. The record 
will show that Eximbank has made a substantial contribution to the export trade 
of the United States and to the economic development of many foreign countries. 
It has assisted in developing vast industries in such countries, using products and 
know-how of the United States. The bank in this way has materially assisted 
in developing international trade. lt, therefore, seems obvious that the bank 
should continue to perform the functions for which it was established. 

lt is obvious that the demand by foreign countries for foreign and domestic 
capital is in excess of all the private capital available for investment in such 
countries as well as all funds that can be provided through the operations of the 
IBRD and Eximbank. 


Mr. StamBauau. Next there are three memorandums: Role of the 
Economics Division in the Export-Import Bank, Role of the Export- 
Import Bank in Fostering the Investment of United States Capital 
Abroad, and Export-Import Bank Loans Through Foreign Financial 
Agencies and Development Corporations, by Edward S. Lynch. 


Tue Roe or THE Economics DIvIsIoN IN THE Export-IMporT BANK 
(By Edward 8. Lynch, Chief, Economics Division) 


The Economies Division collects and analyzes financial and economic informa- 
tion and advice required in connection with the operations of the bank. It partici- 
pates in all loan negotiations and analyzes the existing and prospective internal 
and international financial and economic conditions of all countriesfrom which 
loan applications are received or in which loans are active, as well as the economics 
of specific enterprises or projects proposed for financing. It makes recommenda- 
tions to the Managing Director on all loan applications, including recommenda- 
tions as to whether a loan should be made or rejected, the use to be made of the 
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proposed loans, interest rates, and repayment provisions and other conditions to 
be attached to credit commitments. In evaluating requested credits, the econo- 
mists analyze their probable effect upon the economies of the countries in which the 
borrowers reside, in order to determine whether the credits will further the long- 
run trade interests of the United States. Another major task of the economists 
is judgements of the prospects of repayment of any proposed loan. 

he division informs the Managing Director continuously with respect to 
economic and financial developments in connection with credits in operation and 
advises on all economic aspects of loan disbursements. The division also, on the 
basis of domestic and international financial and economic conditions, advises 
” Managing Director with respect to the general policies and activities of the 
yank. 

The Economies Division represents the bank on interagency committees. The 
most important of these and the one which represents the largest workload is the 
National Advisory Council on International Monetary and Financial Problems, 
where members of the division represent the bank at the staff committee and work- 
ing committee levels. 

The economists travel abroad regularly for the investigation of specific loan 
applications, of financial and economic conditions in countries requesting loans 


and to which loans have been made, and of the progress of projects which are 
being financed by the bank. 





Tue Rowe or tHe Export-Import BANK IN FosTeERING THE INVESTMENT OF 
Unitep States Private Capira, ABROAD 


(By Edward 8, Lynch, Chief, Economics Division) 


The Export-Import Pank is enjoined by the act creating it from competing 
with private capital. The Export-Import Bank has not only scrupulously lived 
up to that injunction—it has done more. The bank has considered it its duty 
to help create the conditions necessary for the free flow of United States private 
capital abroad. 

Prof. Willard Thorpe, of Amherst College, speaking at a conference held at 
Princeton University in December 1952 took the position that United States Gov- 
ernment loans had not competed with private capital and added: 

“There are cases, particularly involving the Export-Import Bank, where public 
capital has gone into channels more closely in line with private investment. But 
it has then been in support of private enterprises and largely of the American 
businessman. Unfortunately, the Export-Import Bank has never done a good 
job of showing how much of their loans are given directly to private American 
enterprise abroad, like Bethlehem Steel, or go—by building up public utilities and 
transport—to improve the physical setting within which private investment can 
operate.”’ 

"Beneihey of Commerce Sinclair Weeks, in a recent report entitled “Study of 
Factors Limiting American Private Foreign Investment,” also called attention to 
the Export-Import Bank’s role in promoting the flow of United States private 
capital abroad in the following words: 

“Loans by United States Government agencies can, if properly administered, 
help to establish the conditions abroad which will be conducive of increased pri- 
vate investment. If public loans are granted for the purpose of facilitating the 
growth of such basic facilities as transportation, power, irrigation, and the like, 
they can help in establishing the economic base for development through private 
channels,”’ 

The great bulk of the bank’s loans to underdeveloped areas since the end of 
World War II has been in Latin America. Yet no less than 40 percent of all 
United States private capital that has gone abroad since the war has gone to Latin 
America. Most of the rest of the private capital investment has gone to the 
Middle East for petroleum development and to Canada. The Export-Import 
Bank also played an important role in rendering Canada’s investment climate 
favorable. 

The Export-Import Bank authorized a $300 million credit to Canada in 1947. 
At the time there was considerable uncertainty in international financial circles 
about Canada’s economic future. Canada drew only $150 million of the credit 
authorized. Less than a year after the authorization, United States investment 
institutions refinanced the credit. The Export-Import Bank was largely instru- 
mental in effectuating the refinancing. Then, as now, Export-Import Bank 
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wanted no business that private investors would take on reasonable terms. The 
Bank held on to the Canadian credit only as long as it appeared unacceptable to 
United States private investment institutions. 

That Canada during the past several years has had a very favorable climate for 
United States private investment needs no elaboration. The Export-Import 
Bank has confined its activities in that country to participating with United 
States private capital in the development of materials of great importance to the 
United States economy, a story which is related in another report. 

The recent Brazilian $300 million credit made to enable Brazil to normalize 
its trading relationshipwith the United States has had the immediate effect of re- 
assuring United States private investors and of maintaining thereby the rather 
‘arge flow of United States private capital to that country. 

Since the war, the Export-Import Bank has assisted in financing privately 
owned United States ventures abroad. Over $200 million of credits have been 
authorized for this purpose. This type of operation may well prove to be one of 
the most important directions Export-Import Bank activity may take in the 
future. Export-Import Bank operations of this type can be broken down into 
three categories. 

(1) Loans to existing United States enterprises abroad which have not been 
able otherwise to raise the capital necessary to their fulfilling normal public utility 
obligations incurred by them. The various credits extended to the foreign sub- 
sidiaries of American and foreign power fall in this category. It would have been 
inconsistent of the United States Government to refuse to assist in these instances 
while at the same time urging very strongly the investment abroad of United 
States private capital. 

(2) Loans to new United States private enterprises abroad to provide a psycho- 
logical umbrella, to give these enterprises assurance of United States Government 
moral support, as well as to provide loan capital otherwise unavailable against a 
privately financed equity base. Recent credits to the Utah Construction Co. and 
to Cerro de Pasco in Peru, to Firestone and Koppers in Brazil fall in this category. 
These credits were very effective means of overcoming in the minds of the private 
United States investors concerned the very real impediments to United States 
private investment abroad. 

(3) Strategic materials loans, described in detail in another report, have been 
made to a number of American enterprises. Export-Import Bank financing was 
considered essential in those cases to encourage the ae. development of mate- 
rials of great eee to the United States. In alnost all instances provisions 
were made for the export to the United States of the materials produced, 

The oldest of the bank’s lending devices is the so-called exporter credit. This 
type of credit usually takes the form of purchasing notes of foreign buyers from 
American exporters without recourse to the latter. Often the arrangement be- 
tween the bank and the exporter is made in advance of the final sales contract. 
Typically, the bank has insisted that the American exporter assume part of the 
total credit made to the foreign supplier in percentages ranging from 15 to 50. 
The bank’s purpose in this latter requirement has been twofold: (1) To insure 
that the American supplier would retain an interest in the effective operation of 
the equipment sold and thus help to maintain the reputation abroad of American 
sroducts and (2) to accustom him and his banks to foreign lending. The bank 
Solienes that it has succeeded through this type of operation in eliminating some 
of the psychological impediments to foreign lending by United States banks and 
exporters. Detailed statistics on the subject are not available, but it is well 
known that United States exporters are making more and more credits available 
to foreign buyers in countriés with which the bank has had successful operations 
over the past two decades. 

The bank has made over three-quarters of a billion dollars in credits for trans- 
portation, communications, and power developments in the underdeveloped 
countries of the world. . As Secretary Weeks says, the development of such basic 
facilities is important to the establishment of an ‘economic base for development 
through private channels.” 

The fact need hardly be labored that private capital—domestic or foreign— 
does not find particularly attractive an area lacking basic facilities such as transpor- 
tation, communications, and power. It need hardly be argued that the creation 
of such basic facilities is essential to the growth of the national income of underde- 
veloped areas and essential therefore to making them good customers of the United 
States as well as favorable locations for the investment of United States private 
capital. 
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As a result of a program of about 100 different projects financed largely by the 
Axpert-kmpors Bank between 1938 and 1941, basic transportation facilities were 
constructed which have opened agricultural regions previously unexploited and 
have induced numbers of private capitalists to invest their funds in Haiti. An- 
other example is the effect of the rehabilitation of the Vitoria a Minas Railway 
in connection with the development of the Itabira iron ore deposits in Brazil on 
the creation of new enterprises throughout its length. 

It is fitting to conclude this statement by referring to the role the bank has 
played in introducing United States engineering firms and the know-how that 
they carry into the underdeveloped areas of the world. Wnited States engineer- 
ing firms introduced into Latin America and other underdeveloped areas have 
been reemployed again and again for other projects in these areas, even where 
the Export-Import Bank financing has not been involved. They have, through 
the transfer of their know-how and through the training of technicians in the 
foreign countries, improved the climate of those countries for the investment of 
private United States capital. That transfer of know-how is fairly effective may 
be illustrated by reference to the experience in the case of the Volta Redonda 
steel mill in Brazil and of the Chilean steel mill. When the former was inaugu- 
rated it had 50 highly specialized Americans on its payroll. Today—although 
its capacity has been doubled—only 15 remain. The jobs of the other 35 are 
competently performed by Brazilians. The Chilean steel mill had a staff of 110 
American specialists; today it has only 80, although its capacity has been increased 
by 25 percent. Within a very few years it is expected that qualified Chileans 
will be trained to replace the remaining 80 specialists. Incidentally, the Ameri- 
can management firm employed by the Chilean steel mill is now engaged in the 
operation of other projects in Chile and elsewhere in Latin America, 


Export-Import Bank Loans TuHrovuaH Foreign FInanciaAL AGENCIES AND 
DEVELOPMENT CORPORATIONS 


(By Edward 8. Lynch, Chief, Economies Division) 


Four paramount interests have governed the Export-Import Bank’s lending 
activity. Before any credit has been extended, the following criteria have had 
to be satisfied: 

1. The loan had to be in the national interest of the United States. 

2. No interference with the operations of private capital was involved. 
3. Repayment was reasonably assured; and, of course, 

4. The credit would promote the foreign trade of the United States. 

The Bank has found that no single pattern of lending could, in all countries and 
at all times, satisfy these criteria. It has made loans to United States foreign 
subsidiaries dire¢tly, with and without foreign governmental guarantees. It has 
made loans to foreign private companies directly and through the agency of the 
foreign government concerned. It has fostered exports by buying from United 
States exporters the notes of their foreign buyers and by extending credits directly 
to those foreign buyers. In short, the bank’s policies and techniques have been 
sufficiently flexible to enable it to carry out its functions in the most effective 
manner. It has sought to confine its loans to responsible borrowers with sound 

rojects. 

The bank’s definition of a responsible borrower is more searching than that of 
a commercial bank. It is not enough that the borrower have a reputation for 
repaying his debts. The bank must also be satisfied that the borrower will use 
its funds scrupulously for productive purposes. This is not only because the 
bank is in a peculiarly responsible position as lender of public funds; it is because 
the bank has the function of assisting in the development of United States foreign 
trade and as such must assure itself that the funds it loans will (1) increase the 
oroductive capacity of the country in which they are used over and beyond what 
is needed to repay the bank, (2) thereby increase that country’s annual income, 
and (3) accordingly make that country a better customer of United States sup- 
pliers of goods and services.! 

Export-Import Bank, in its role of fostering the foreign trade of the United 
States, has not done its job completely when it finances an export. It is only 





| Dr. Paul Prebisch, former Governor of the Central Bank of Argentina, has concluded that Latin Amer- 
ican imports typically increase by 1.8 percent for every percent increase in the national income; in other 
words, that the rate of increase in imports of those countries is related to the rate of increase in their national 
income in the order of 18 to 10. 
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when it has financed exports that in turn will enable the recipient country to 
increase its production and therefore its purchasing power that it has done a 
fully satisfactory job. This means selective financing. It means that loan 
applications have to be carefully screened, In this screening process, the bank 
has frequently called on foreign public and private institutions for assistance. 

At one time it appeared that the so-called development corporation might prove 
to be the best vehicle for the bank’s credits, especially if modeled after the ex- 
ample of the Italian Istituto Mobiliare Italiano (IMI), which borrows in its own 
name and performs a valuable service in screening out undesirable loan applica- 
tions. 

IMI, to which the bank has extended more than $100 million of credits for 
relending to numerous, mainly private, enterprises in Italy, is a remarkable and 
perhaps unique organization. Private Italian banks, insurance companies, and 
other financial institutions hold the majority of its shares. Its bonds, valued at 
the equivalent of nearly $1 billion, are held widely by Italian citizens. A minority 
of its stock is owned by the Government, which appoints 4 of IMI’s 18 direc- 
tors. (The remaining 14 are elected by IMI’s private shareholders and bond- 
holders.) IMI has a fine technical and financial staff. It has earned a reputa- 
tion for integrity and for a conservative and forward-looking policy with respect 
to Italian economic development. 

Loans made through IMI are described in detail in another report. Suffice it 
to say here that they have gone principally to private enterprises in a great 
variety of fields: automotive, rubber, iron and steel, chemicals, electrical and 
manufacturing, and to handicrafts—and to large, medium, and small firms. In 
fact, special credits were set up for handicrafts and for small business. 

The bank’s experience with IMI has been excellent. Credits have always 
been repaid on time, frequently in advance of their due dates. IMI has exercised 
a responsible role in screening loan applications to the bank from Italian firms 
and an equally mature discipline in supervising the use of the bank’s funds after 
credits were established. Because of it, the necessity for Export-Import Bank 
supervision of Italian loans has been kept to a minimum. 

No exact counterpart of IMI has been created in any of the underdeveloped 
areas with which the bank has dealt. The closest approximation to it has been 
the so-called development corporation, of which the Nacional Financiera of 
Mexico and the Corporacion de Fomento of Chile are good examples. Both are 
wholly Government-owned and Government-operated corporations. Both are, 
however, directed by the legislation creating them and by their charters to assist 
in the financing of private enterprise as well as of Government-business cor- 
porations. 

The bank has authorized credits in excess of $275 million to Nacional Financiera 
of Mexico on behalf of a great variety of enterprises—private and public, large 
and small—in the following fields: Railroads, highways, waterworks, power 
companies, agriculture, mining, steel, fertilizer, sugar refining, etc., all more fully 
described in another report. 

In its loans to Nacional Financiera, the bank has worked very closely with the 
ultimate recipients of the credit, both in delimiting the projects to be financed 
and in their actual execution. In this respect the operations have differed from 
those with IMI. 

The bank’s experience with Nacional Financiera has been very good. It has 
always met its obligations to the bank on time. Partially as a result of the favor- 
able credit reputation it ses en from its dealings with Export-Import Bank, 
it is in excellent standing in the United States private capital market and borrows 
large sums (on short term, to be sure) from commercial banks, insurance companies, 
and in fact from United States exporters. 

The bank has exercised more supervision over loans made through Nacional 
Financiera than over those made through IMI. Although the former’s reputa- 
tion for financial integrity is of the highest and it has an excellent technical staff, 
it has not yet acquired the same degree of Seepemnaate from partisan politics 
as IMI has. Nevertheless, remarkable progress has been made in that direction 
during the two decades of its existence. 

The Export-Import Bank has recently attempted an interesting experiment in 
the Philippines. Because the development of small business and of entre- 
preneurship seems essential to the growth of the Philippine national income and 
incidentally to the expansion of its foreign trade with the United States and be- 
cause capital for small business is not available in adequate volume in that coun- 
try, the bank has earmarked $5 million to be made available to banks and insur- 
ance companies in the Philippines on condition that it be used to finance small 
business. Overall supervision of the operation has been entrusted to the Philip- 
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pine Central Bank, which is now negotiating on Export-Import Bank’s behalf 
with individual banks and insurance companies in the Philippines. It will be 
noted that in this instance the Export-Import Bank has taken the lead in attempt- 
ing to create a situation where responsible private institutions, rather than an 
agency of the foreign government, will perform the screening necessary to deter- 
mine whether applications for loans are sound and will exercise the supervision 
essential to ensure that credits will not be dissipated by faulty management. It is 
contemplated that the Philippine Central Bank’s role in the operation will be 
confined to determining the amount of foreign credit that the private banks and 
insurance companies can safely handle and to the type of credit control normally 
exercised by a central bank. 

If the Philippine experiment proves successful, it may be an appropriate 
pattern for similar developments elsewhere. It would be foolish, however, for 
the Export-Import Bank to confine itself to any single pattern of operations. 

By way of conclusion, the following three points are worthy of note: 

1. The creation of prototypes of IMI has not occurred nor have development 
corporations elsewhere acquired the political independence and the maturity 
that would recommend them without question to countries where they have not 
been tried. 

2. It cannot, of course, be too strongly emphasized that many underdeveloped 
countries are not sufficiently mature politically, economically, and technically to 
warrant the creation of a development institution. 

3. Export-Import Bank, on its side, has constantly borne in mind the subtle 
but important distinction between an agency established to screen applications 
for foreign loans and an agency—all too tempting to some foreign governments— 
which would attempt to engage in total planning of investment. 


Mr. Stampaueu. We have a memorandum, “The Role of the Legal 
Division in the Operations of the Bank,”’ which includes a copy of the 
bank’s bylaws, by Wilson L. Townsend. 


BioGRAPHICAL SKETCH OF WiLson L. TOWNSEND 


Born Washington, D. C. October 19, 1890. Family moved to Kensington, 
Md., in 1894. ided continuously, except for absence on military service, in 
Kensington, Md., since that time. Present residence address: 10313 Fawcett 
Street, Kensington, Md. 

Attended public school in Montgomery County, Md., and Central High School, 
Washington, D. C. Graduated from George Washington University School of 
Law 1913 with degree of LLB. Admitted to the District of Columbia Bar, 
Maryland Bar, and Bar of the Supreme Court of the United States. 

Engaged in the general practice of law in the District of Columbia and Maryland 
from 1916 until entering military service in 1940, during which time served a short 
term as Deputy Register of Wills, District of Columbia, in 1919, was Special 
Assistant to the Attorney General establishing title of United States in waterfront 
land in the District of Columbia, 1932-33, and corporation counsel, town of 
Kensington, 1919-1940. Appointed counsel of perenne Bank of Wash- 
ington in May 1946, Assistant General Counsel February 1948, and General 
Counsel April 1949. In July 1952 received an interim appointment to the Board 
of Directors of the bank to fill, for the unexpired term, the vacancy created by the 
resignation of Mr. Clarence E. Gauss, in which pepe he served until his 
services were terminated on April 7, 1953, upon the taking of office of Gen. Glen E. 
Edgerton who was appointed by the president as member of the Board of Directors 
of the Bank for the remainder of the unexpired term of Mr. Gauss. Reappointed 
General Counsel of the Export-Import Bank on April 7, 1953. 

Since 1938, director and member finance committee, Equitable Cooperative 
Building Association, Washington, D. C., and since 1930, director, Montgomery 
Mutual Building Association, Kensington, Md. 

Attended officers training camp, Fort Mayer, Va., May to August 1917 and was 
commissioned second lieutenant, Infantry. Served at various posts in the United 
States and released from active duty as captain, Infantry, in 1919. Commis- 
sioned captain, Military Intelligence Reserve, 1924. Entered on active duty as 
major, December 1940 in the Military Intelligence Division, War Department 
General Staff, assigned to Latin American Branch. Promoted to lieutenant 
colonel February 1942 and to colonel in June 1943. Appointed Chief, Latin 
American Branch February 1943, continued as Chief, Latin erican Branch and 
Western Hemisphere specialist in the Military Intelligence Division, War Depart- 
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ment General Staff until March 1946 when released from active duty. Awarded 
Legion of Merit in November 1945. 

Member of American Bar Association, District of Columbia Bar Association, 
Maryland Bar Association, Federal Bar Association. Charter member Kensing- 
ton Post, American Legion; member Kappa Alpha Fraternity, Kensington 
Masonic Lodge, Reserve Officers Association, Presbyterian Church. 

After some 10 years as a precinct committeeman, served as member and treasurer 
of Republican State Central Committee for Montgomery County approximately 
10 years 1925-35. Republican candidate for judge of the circuit court sixth 
judicial district of Maryland in 1938. 


Tue Roue or THE LEGAL DIVISION IN THE OPERATIONS OF Export-Import BANK 
or WASHINGTON 


(By Wilson L. Townsend, General Counsel) 


The operations of the Export-Import Bank are carried on in two capacities. 
The bank is first an agency of the Rewenmund of the United States within the 
executive department. Administratively it is subject to the applicable statutes, 
executive orders, rules and regulations governing executive departments and 
agencies of the United States. The bank is also a corporation authorized to do 
a banking business and in its banking and other financing functions it operates as 
a corporation, similar to private investment banking corporations, 


ADMINISTRATION 


With respect to the status of the Export-Import Bank as an agency of the 
United States, its operations are subject to the provisions of the Corporation 
Control Act, to the provisions of its own Organic Act, and to all other rules, regu- 
lations and statutes which apply generally to the executive departments and 
agencies. In this connection the role of the Legal Division is quite similar to that 
of the legal division of any Government agency in that it must interpret the various 
statutes and regulations for the Managing Director and administrative officers of 
the bank, assist in the preparation of budget presentations, assist in arranging 
compliance with civil-service regulations and Executive orders, interpret rulings of 
the Comptroller General, prepare comments on proposed legislation which might 
affect the bank’s operations when so requested by the Bureau of the Budget and 
assist in the preparation of comments requested by committees of Congress. The 
Legal Division also assists in the preparation of documents for use between the 
Treasury Department and the bank, such as form of notes used in borrowing from 
the Treasury, and in formalizing arrangements with other departments or agencies 
for which, by statute or otherwise, the bank’s facilities are used. 


LENDING OPERATIONS 


With respect to the lending and financial operations of the bank in its corporate 
capacity, the Legal Division operates much as counsel for any large investment 
banking house, since the operations are, so far as possible, carried on in conformity 
with those of a private banking corporation. 


DIRECT LOANS 


The Legal Division enters into all phases of direct lending operations of the 
bank. Under normal procedures, an application accepted for consideration is 
referred to a committee of the staff of the bank and an attorney is normally as- 
signed as a member of this staff committee. While other divisions of the bank 
are responsible for study of the fiscal, engineering, and economic aspects of the 
application for a loan, the Legal Division member of the committee concerns 
himself mainly with questions such as the juridical status of the applicant, the 
nature of the franchises, concessions or licenses under which it may be operating, 
and the general legal aspects, so that he will be thoroughly familiar with the 
conditions which may become important if the application is approved and a loan 
granted. He advises the committee with particular reference to the formulation 
of recommendations and conditions, and joins with the committee in its recom- 
mendation to the management of the bank. 

Upon the approval of a credit, the attorney assigned to the credit becomes 
responsible for the procedures until the credit is in operation. He prepares the 
advice to the applicant that the credit has been authorized, prepares the necessary 
resolution of the bank formalizing the authorization of the credit and then proceeds 
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to prepare a draft of an agreement establishing the credit and the terms and con- 
ditions thereof. In the preparation of this draft the attorney consults with the 
Engineering, Economic, and Examining Divisions with particular reference to the 
disbursement procedures, progress reports and other requirements, and upon com- 
pletion of the drafts submits the same to attorneys for the borrower, inviting 
comments. He then negotiates with attorneys for the borrower as to any differ- 
ences and thereafter prepares the credit agreement in final form for execution. In 
the preparation of the agreement the attorney must consider the form of promis- 
sory note, bond or other obligations to be taken by the bank to establish the loan, 
the extent to which any security can be obtained under the laws of the country 
in which the borrower is domiciled, the nature of any exchange assurances which 
may be obtained, the validity of a guarantee, if any, of a foreign banking institu- 
tion, and in general, adapt the loan agreement to the purposes and objectives of 
the particular project which is being financed by the loan. Since the bank’s 
loans cover a great variety of projects, the loan agreements cannot be standardized. 

Loans made direct to foreign governments are, of course, less complicated in 
that they are made on the faith and credit of the government and, therefore, do 
not require as many protective provisions as loans made to private industrial 
entities. Loans to private entities for construction, mining or any industrial 
purposes require the same careful preparation of documentation as a similar loan 
by a private investment bank to a domestic corporation, and, in addition, consid- 
eration of the foreign domicile of the borrower. 

After a loan agreement has been finally agreed upon in draft form, and prepared 
for final execution, the attorney attends to the proper signing of the loan agree- 
ment, the disposition of the copies thereof and the necessary documentation. 
The documentation includes approval of powers of attorney, authenticated sig- 
natures and the approval of other documents required by the agreement to be 
furnished prior to the opening of the credit for disbursements. 

All credit agreements provide as a condition the furnishing of an opinion of 
counsel of the foreign country involved, or in which the borrower is domiciled 
demonstrating that the borrower has taken all necessary action under the consti- 
tution and laws of the country and the charter and bylaws of the corporation 
to undertake the indebtedness, and that the credit agreement and the obligations 
issued under it are validly binding upon the borrower. In loans to foreign govern- 
ments the legal opinion is usually given by the Minister of Justice or the Attorney 
General. The attorney assigned to the credit assists in the selection of the 
counsel to prepare the opinion, in consultation with the borrower and, upon receipt 
of the opinion, examines it for adequacy. One member of the Legal Division is 
an attorney qualified in the civil law and he is used as a check on opinions from 
civil law countries, when necessary, making an independent research into the 
laws of that country in consultation with the attorney assigned to the credit. 
The attorney also examines and clears the form and execution of the promissory 
note submitted by the borrower in connection with disbursement. 

After the agreement has been signed and all documents approved, the attorney, 
by memorandum to the files, certifies to the completion of all documentation, 
whereupon the credit is in operation. 

With respect to such a credit the attorney assigned to it is available during 
the life of the credit for consultation with the examiner and other staff members 
charged with the responsibility of operating the credit, attends to any amendments 
of the agreement which may be required and in general acts as counsel for that 
credit. Each attorney has an average of 21 active credits for which he supplies 
the legal services. During the fiscal year ending June 30, 1953, the Legal Division 
prepared 158 resolutions, 53 loan agreements, and 28 amendatory agreements, in 
addition to bank agency, participation and other collateral documents. 


LOANS HAVING PARTICIPATION BY COMMERCIAL BANKS 


In a substantial number of credits private commercial banks have participated 
with the Export-Import Bank in the extension of credit. In these cases the credit 
agreement initially must be cleared not only with the borrower but with the 
participating bank. The participation may take several forms, in some the 
participating bank takes for its own risk a portion of the notes which may be 
issued. In other cases involving but a single note issue, the participating bank 
accepts a participation certificate in the series of notes retained by Export-Import 
Bank. In a few cases the Export-Import Bank has taken a participation in a 
series of notes held by the commercial bank. In the various types of participation 
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used, the Legal Division, in consultation with attorneys for the commercial 
bank, prepares the necessary agreements with the participating bank, and any 
participation certificates which may be required. 


COMMERCIAL BANK AGENCY AGREEMENTS 


In many credits the services of commercial banks are utilized as agents for the 
bank in making disbursements under the credits, either on letters of credit trans- 
actions or otherwise. Practically all commodity credits, such as cotton credits 
are operated in this manner, and, in general credits, the purchase of United States 
equipment is frequently accomplished under letters of credit issued by commercial 
banks with the guaranty of Export-Import Bank. In this type of transaction 
the Legal Division prepares and attends to the execution of an appropriate bank 
agency agreement formulating the procedures, terms, and conditions of the agency. 


CREDITS WITH SUPPLIER PARTICIPATION 


Another form of operation involves the financing of an export transaction in 
which the supplier is retaining a portion of the credit. This transaction is one 
in which the exporter has a sale’s contract with the foreign entity providing for 
the delivery of notes by the foreign entity to the supplier in payment of the pur- 
chase price of the equipment sold. Upon authorization of the credit, in such 
transactions, the Legal Division prepares an agreement with the supplier providing 
for the purchase by the bank from the supplier, without recourse to the supplier, 
of notes of the foreign buyer as and when they are delivered to the supplier in 
payment for the material. These procedures are somewhac simpler than those 
involved in a direct loan to a foreign corporation but require the same documenta- 
tion with respect to the validity of the obligations being purchased by the supplier 
and, in addition, provisions to protect the bank in the event of failure of the 
supplier to comply with the terms in his contract with the foreign buyer. 


OPERATIONS UNDER THE DEFENSE PRODUCTION ACT 


Under the provisions of the Defense Production Act and executive orders 
the bank has been designated to make loans for the production of strategic mate- 
rials upon certificate of essentiality. In this connection the role of the Legal 
Division is quite similar to that in direct loans with some added complications 
such as assignments of proceeds of the sale to the Government, compliance with 
certification procedures and familiarity with the statutes and executive orders 
pursuant to which such loans are made. 


GUARANTY PROGRAM OF FOREIGN OPERATIONS ADMINISTRATION 


Pursuant to an agreement between Foreign Operations Administration and 
Export-Import Bank, continuing an earlier agreement made with the Economic 
Cooperation Administration, the guaranty program of the Foreign Operations 
Administration providing Government guarantees against nonconvertibility 
of the investment and profits therefrom and against expropriation is formalized 
and administered by the bank. The guaranty agreements are negotiated by the 
staff of FOA in consultation with the attorneys of the bank, and upon authoriza- 
tion and request of FOA, are signed by the Export-Import Bank. The subse- 
quent documentation and administration of such guaranty agreements is carried 
on by the legal division and the accounting division. 


INSURANCE PROGRAM 


Under Public Law No. 30 of May 21, 1953, the bank is authorized to provide 
insurance for the benefit of United States citizens against the risks of damage 
from war or expropriation to personal property of United States origin exported 
from the United States in commerical intercourse and located in foreign friendly 
countries. 

In initiating this program the legal division is responsible for the preparation 
of rules and regulations, forms of policies, agreements with underwriting agents 
ard other documents, and for the establishment of procedures necessary to aecom- 
plish the purposes of the act. This documentation has been accomplished in 
consultation with attorneys for insurance underwriters and with agencies of the 
Government administering marine war-risk insurance. 
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By-Laws or Export-Import BANK or WASHINGTON 
Adopted August 13, 1953 


ARTICLE 1 
Management 

The management of the bank is vested in the Managing Director, who shall be 
the chief executive officer of the bank. 

The Deputy Director shall perform such functions as the Managing Director 
may from time to time preseribe and shall act as Managing Director during the 
absence or disability of the Managing Director or in the event of a vacancy in the 
office of the Managing Director. 

The Assistant Director shall be a member of the executive committee, herein- 
after provided for, and shall perform such other functions as the Manging Director 
may from time to time prescribe. 

ARTICLE II 
Executive committee 

‘There shall be an executive committee consisting of the Managing Director, 
the Deputy Director, and the Assistant Director. The executive committee 
shall assist the Managing Director in the consideration of applications for loans 
or other financial assistance, problems arising in connection with the administra- 
tion of loans, and such other matters in connection with the operations of the bank, 
including administrative and personnel matters, as the Managing Director may 
from time to time determine. 

ARTICLE Ill 
Meetings 

Regular meetings of the executive committee with other officials and employees 
of the bank having important responsibilities with respect to matters being con- 
considered shall be held at the principal office of the bank in Washington, D. C., 
at 9:30 a. m., on Wednesday of each week, unless otherwise specified by the 
Managing Director; provided, however, that when Wednesday is a holiday, the 
regular meeting shall be held on the next succeeding business day. Special meet- 
ings may be held at any time upon cail by the Managing Director. 


ARTICLE IV 
Officers 

The officers of the bank shall be the Managing Director, who shall also be 
President of the bank, the Deputy Director, the Assistant Director, a Vice 
President, a Secretary, a Vice President and Treasurer, and a General Counsel. 

The Managing Director may appoint such other officers, employees, attorneys 
and agents as from time to time may be deemed necessary, and prescribe their 
duties. 

The salaries or other compensation of all officers, employees, attorneys and 
agents, except the salaries of the Managing Director, Deputy Director, and Assist- 
ant Director, shall be fixed by the Managing Director, subject to applicable pro- 
visions of statutes and of rules and regulations of the Civil Service Commission. 


: ARTICLE V 
Vice President 


The Vice President, under the general direction of the Managing Director, 
Deputy Director and Assistant Director, shall supervise and coordinate the work 
of the staff of the bank with respect to applications for loans or other financial 
assistance, and the administration of approved loans or other financial assistance. 
He shall present matters to the executive committee requiring action with respect 
to applications for and administration of loans at regular or special meetings of 
the committee and shall perform such other duties as the Managing Director shall 
prescribe. 

ARTICLE VI 
Secretary 


The Secretary shall maintain the records of the bank, including the evidence 
of action taken by the Managing Director with respect to applications for loans. 
The Secretary shall give notice of, attend, and keep the minutes of meetings of 
the executive committee; shall sign all papers and instruments on which his signa- 
ture will be necessary or appropriate, and shall attest the authenticity of and 
affix the seal of the bank upon any instrument requiring such action, and shall 
perform such other duties and exercise such other powers as are commonly 
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incidental to the office of the Secretary as well as such other duties and powers 
as may be assigned to him from time to time by the Managing Director. The 
Secretary may delegate any of his functions to an Assistant Secretary and, in the 
absence or disability of the Secretary, an Assistant Secretary may perform the 
duties and exercise the powers of Secretary. 


ARTICLE VII 

Vice President and Treasurer 

The Vice President and Treasurer shall have custody of all of the funds and 
securities of the bank; he shall have authority on behalf of the bank to endorse 
for collection checks, notes and other obligations, to collect all moneys due the 
bank and to receipt therefor and to deposit the same for the account of the bank 
with such depositary or depositaries as the Managing Director may designate. 
He shall sign all checks and drafts made by the bank for authorized disbursements. 
The Treasurer shall keep a full and accurate account of all financial transactions 
of the bank and shall render such statements as may be requested from time to 
time by the Managing Director. He shall perform such other duties and exercise 
such other powers as are commonly incidental to the office of Treasurer as well as 
such other duties and powers as shall be assigned to him from time to time by the 
Managing Director. The Treasurer may delegate any of his functions to an 
Assistant Treasurer and, in the absence or disability of the Treasurer, an Assistant 
Treasurer may perform the duties and exercise the powers of Treasurer. 


ARTICLE VIII 
The General Counsel 
The General Counsel shall be the principal consulting officer of the bank in all 
matters of legal significance or import. He shall be responsible for and shall 
direct attorneys, agents and employees in the performance of all legal duties and 
services for and on behalf of the bank. He shall perform such other duties and 
exercise such other powers as are commonly incidental to the office of the General 
Counsel as well as such other duties and powers as shall be assigned from time to 
time by the Managing Director. The General Counsel may delegate any of his 
functions to an Assistant General Counsel or any attorney in the employ of the 
bank and in the absence or disability of the General Counsel, an Assistant General 
Counsel or attorney in the employ of the bank designated for the purpose may 
perform the duties and exercise the powers of the General Counsel. 


ARTICLE IX 
Surety bonds 
Such officers, employees, attorneys and agents of the bank as shall be specified 
by the Managing Director shall be covered by surety bonds in such form, amounts 
and for such purposes as shall be determined by the Managing Director. 


ARTICLE X 
Seal 
The following is an impression of the official seal which is hereby adopted for 
the bank. 
ARTICLE XI 
Amendments 
These bylaws may be amended at any time by the Managing Director 
L— ———, Secretary of the Export-Import Bank of Washington, do 
hereby certify that the foregoing is a true and correct copy of the bylaws of the 
bank adopted by the Managing Director on the 13th day of August 1953. 
In witness whereof, I have hereunto set my hand and the seal of said bank 


this — day of -————— 19—. 


’ 
Secretary. 


EXPORT-IMPORT BANK OF WASHINGTON 

DeceMBER 1, 1953. 
In accordance with article ITI of the bylaws, Thursday of each week is desig- 
nated as the day of the regular meeting of the executive committee, instead of 


Wernesday, until further notice. 
GuEN E. Epaerron, 
Managing Director. 
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Mr, Srampauen. We have also a memorandum. Role of the 
Engineering Division, by A. Carl Cass and others, 


ROLE OF THE ENGINEERING DIVISION IN THE OPERATIONS OF 
THE EXPORT-IMPORT BANK 


ForEWORD 


The entire staff of the Export-Import Bank has always concerned itself with 
the application of sound engineering practices and promoting United States 
technical assistance in its financing of physical operations around the world. 
Because of this the assembling of the details for this presentation is the result of 
the efforts not only of the staff of the Engineering Division but also that of the 
staffs of the Economic, Accounting and Examining Divisions. 

Engineers Duvall, Walker, and Havens contributed much in the way of research 
and analysis of data, preparation of charts, credit lists and movies. The sections 
on the history of the Division, analysis of a Railroad Project in Uruguay and 
Engineering in the Bank were prepared by Mr. R. L. Moorman, civil engineer, 
who also participated in the preparation of the section on Technical Assistance. 
Mr. Edward Lynch, Chief Economist, participated in the preparation of this 
section as did Mr. W. K. Graves, electrical engineer, who prepared the tabulation 
of Engineers and Contractors. The Engineering Analysis of a Mining Project 
was prepared by Mr. A. W. T. Freakes, mining engineer, and the section on the 
Engineering Analysis of the Agricultural Projects in Afghanistan was prepared 
by Mr. Frank Kimball, civil and irrigation engineer. Mr. Graves also prepared 
the analysis of a Power Project for the Philippines. 


BiocrapuicaL Skercu or A, Cart Cass, Carer, ENGINEERING Division 
Professional status 


Registered professional engineer, District of Columbia; registered professional 
engineer, State of Illinois; member, American Society of Civil Engineers. 


Technical education 


Purdue University, Lafayette, Ind. Railroad and highway transportation. 
Degree of B. 8. C. E., June 1930. Rensselaer Polytechnic Institute, Troy, N. Y., 
geodetic surveying and higher mathematics. Canisius College, Buffalo, N. Y., 
chemical engineering and astronomy. 

Age, 47 years. 

Experience 


Chief, Engineering Division, Export-Import Bank of Washington 1951 to 
present. In direct charge of a group of professional engineers and clerical em- 
ployees. Work relates to technical aspects involved in consideration of loan 
applications, the administration of credits and all engineering matters such as 
approving plans and specifications, contracts, and passing on feasibility of projects 
which come before the bank. These fungtions requife the application of a wide 
range of engineering talents involving civil, mechanical, electrical, mining, 
industrial and other engineering fields. Serve as principal technical adviser to 
executive committee and responsible for advising and guiding the committee in 
its actions and decisions toward sound engineering policy. Work includes 
extensive foreign travel for the purpose of investigating, inspecting and reporting 
on progress of a wide range of applications and projects undertaken with loans 
made. 

Civil engineer, Export-Import Bank, Washington, D. C., 1948 to 1951. 

Regional engineer with Befense Plant Corporation 1941 to 1948; general 
supervision of 125 engineers located in the field and directly supervising the 
design, acquisition and construction of approximately $900 million of steel plants 
and shipyards. Supervision of plant utilization studies, awarding of contracts, 
approval of payments, arranging and carrying out maintenance inspections, field 
inspections of construction and operations. 

Engineer-examiner with R. F. C., 1938-41, making engineering surveys*in 
connection with requests for financing construction of public improvements such 
as sanitary sewers, buildings, waterworks, toll bridges, roads, housing, etc. 
Checking of design and revenue estimates and supervision of project construc- 
tion and operation in connection with loans already made. Making recom- 


mendations on improvements to facilities to the end that self-liquidating aspects 
would be enhanced. 
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Construction business for self, 1935-38. 

Senior engineering draftsman, Coast and Geodetic Survey, United States De- 
partment of Commerce, 1933-35. Design and supervision of construction, installa- 
tion and maintenance of seismological and magnetic instruments and buildings. 
Investigations relative to earthquake resistance of buildings. Field observa- 
tions, reviewing and making magnetic and seismographic recordings. 

Engineering aide, Bureau of Railroad Valuation, Interstate Commerce Com- 
mission, 1931-33. 

Assistant to vice president in charge of operations, Erie Railroad. Special 
assignment to assist in resolving operating problems as they developed. Served 
in various locations, Chicago to Jersey City. 


BIoGRAPHICAL SKETCH OF JOHN C. Duvatt, Civi, ENGINEER 


Born, Washington, D. C., February 23, 1906. Graduated from College of 
Engineering, University of Maryland, in 1929 with B.S. degree in civil engineering. 
Graduate studies in engineering cost accounting at American University and in 
city-site planning at George Washington University. 

Joined Export-Import Bank of Washington in January 1952. February 1951 
to January 1952, engineer with ECA (MSA), Industry Division: 

June 1947to January 1951, manufacturer’s representative in the Washington, 
D. C., area for several manufacturers of miscellaneous metal products for the 
construction industry. February 1942 to June 1947, RFC, Defense Plant Corp., 
Pittsburgh, Pa., and Washington, D. C.; assistant regional engineer in charge 
of aluminum expansion program and assistant to the deputy director in charge 
of engineering. Engineering and administrative review and supervision of the 
United States Government industrial plant construction program. 

January 1934 to February 1942, National Park Service, Engineering Divi- 
sion. Park engineer at Marion, Va., for 3 years on State park development; 
Office of Chief Engineer, Washington, D. C., for 3 years on engineering studies 
on earth dam construction and soil mechanics and general engineering review 
and administration. 

June 1933 to January 1934, United States Forest Service, Engineering Branch, 
Winchester, Ky. 

February 1932 to June 1933, engineer and estimator for local building con- 
tractor. Materials inspector for District of Columbia Highway Department. 

June 1929 to February 1932, Pennsylvania Highway Department, engineering 
division, Pittsburgh, Pa. Inspector and engineer on various highway and bridge 
construction and design projects. 

Intermittent work during college years with United States Geological Survey 
on topographic mapping and with District of Columbia Highway Department 
in material testing laboratory. 


BroGRAPHIcAL Sxetcu or W. M. Waker, MrcHanicaL ENGINEER 


Born November 30, 1914; graduated Viriginia Polytechnic Institute, B. S. in 
mechanical engineering, 1938; registered professional engineer in District of 
Columbia and Virginia; joined Export-Import Bank, August 1951, and generally 
has handled mechanical and industrial projects; mechanical engineer, Economic 
and Scientific Section, SCAP, Tokyo, Japan. Rehabilitation of Japanese indus- 
tries, 1947-51; Staff officer (Lt. Comdr. USNR), Pacific theater, emergency 
repairs, maintenance, and improvements of naval ships, 1945-46; ship super- 
intendent (Lieutenant, U. S. Naval Reserve), United States Navy Yard, Ports- 
mouth, Va., construction and 1epair of naval ships, 1942-44; graduate student 
(ensign, U. S. Naval Reserve), United States Naval Academy Post Graduate 
School, Annapolis, Md., completed naval architecture and marine engineering 
course, 1941—42; assistant engineering officer (ensign, U. 8S. Naval Reserve), 
U. S. S. Ranger, Atlantic theater, operation of boilers, main engines, and auxil- 
iaries, 1941; draftsman, F. I. Dupont (Spruance plant), Ampthill, Va., planning 
and estimating plart facilities, 1940; engineer, Department of Public Utilities. 
Richmond, Va., industrial gas sales, expansion and operation of utility gas plant, 
1938-40. 


BrocrapuicaL Sxetcu or F. Duncan Havens, MECHANICAL ENGINEER 


Born February 23, 1909, Denver, Colo., Graduated 1933 University of Colorado, 
B. S. degree in mechanical engineering. Registered professional engineer in 
District of Columbia. Joined Export-Import Bank of Washington August 1946, 
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and generally has handled the mechanical and chemical engineering for industrial 
projects. Previous to joining bank he was in U. 8. Navy, 1942-46, as aviatioa 
ordnance officer; highest rank held—commander. With War Production Board, 
July to December 1942 as air-conditioning and refrigeration specialist. Export 
division of Carier Corp., Syracuse, N. Y., air-conditioning and refrigeration 
engineer, 1937-42, including 2 zeae in Manila, P. I., as engineer for carrier 


distributor. Municipal Water Board, Denver, Colo., 1935-37. Public Works 
Administration, Denver, 1933-35. The latter two positions entailed civil engi- 
neering in tunnel work, earth-fill dams, and highways. 


BroGrapuicaL Sxetcu or R. L. Moorman, Crvit ENGINEER 


Born Scottsville, Ky., February 13, 1909. Graduate of University of Kentucky, 
1932, B. 8. in civil engineering; member Tau Beta Pi, honorary engineering 
fraternity ; member Newcomen Society of England in America, honorary industrial 
society ; registered professional engineer in Kentucky. 

1948 to present, engineer with Export-Import Bank of Washington, principally 
on transportation and heavy construction projects. 1941—-48—Reconstruction 
Finance Corporation, supervising engineer, Bond Service Section; assistant 
regional engineer, steel expansion program for Defense Plants Corporation; 
chief, contract termination section, Engineering Division, Defense Plants Corpo- 
ration, in charge of all engineering in negotiating settlement of all RFC-terminated 
war contracts. 1940-41—Louisville & Nashville Railroad, engineering depart- 
ment, maintenance of way and construction. 1939-40—self-employed, consulting 
engineer, Bowling Green, Ky. 1936-39—vice president, G. H. Leach o., general 
construction contractors, DeGraff, Ohio. 1936—structural engineer, design of 
University buildings, University of Kentucky. 1934-36—resident engineer on 
design and construction public improvements with J. Stephen Watkins, consult- 
ing engineer, Lexington, Ky. 1932—34—transitman on location and construction 
of highways, Kentucky State Highway Department. 





BrioGRAPHICAL SkEetcn or W. K. Graves. ELEctrRIcAL ENGINEER 





Born October 19, 1910, Washington, D. C. Graduated from Rensselaer 
Polytechnic Institute, Troy, N. Y., 1932, with degree of Electrical Engineer. 
Registered professional engineer (1091) in the District of Columbia. Joined the 
Export-Import Bank of Washington in March 1950 and have generally handled 
the engineering aspects of electric power projects. Electrical Engineer on power 
supply and requirements for the Federal Power Commission from 1947-50; with 
the Allen B. Dumont Laboratories organizing a division for the installation and 
servicing of television eauipment in 1946; with the United States Navy 1942-45 
as lieutenant commander on radar; with the Tennessee Valley Authority 1939-42 
as electrical engineer performing initial inspection, operation, and maintenance 
of electrical control, relay, and metering eauipment; with the Cerro de Pasco 
Corp. in Peru 1935-39 supervising the electrical installation of large electric 

rojects and serving as system operator of the hydroelectric system; with the 

otomac Electric Power Co. 1932-35 operating all types of substations and steam 
electric generating plants and performing operational tests on relay and control 
equipment, 





BrocrapuicaL Sxercu or A. W. T. Freaxes, Mintna ENGINEER 


Born September 19, 1906; graduated in mining engineering, bachelor of science, 
State College of Washington, 1929. Member, Canadian Institute of Mining and 
Metallurgy, American Institute of Mining Engineers, Pan American Institute of 
Mining Engineers and Geologists. Joined Export-Import Bank of Washington 
in 1950 as mining engineer. In 1949-50, mine manager, Guayana Mine Ltd., 
in Venezuela; 1946-49, general superintendent, Giant Yellowknife Gold ‘Mines, 
Ltd., Northwest Territories, Canada; 1943-46, lieutenant commander in Civil 
Engineering Corps, United States Navy executive officer of Seabee battalion; 
1942-43, engineer consultant, United States Navy and contractors on naval air- 
bases, Alaska, on design and constructions of underground storage facilities and 
powerplant; 1939-41, mine manager, Luckyshot Mine, Alaska; 1935-39, field 
engineer on exploration and diamond drilling in various parts of United States 
and Canada; 1933-35, prospector and coal-mine operator; 1929-33, field geologist, 
Rhokana Corp., Northern Rhodesia, Africa; 1928-29, sampler and miner, Ana- 
conda Copper Mining Co., Butte, Mont. 
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BIoGRAPHICAL SKETCH OF FRANK KIMBALL, CriviIL AND IRRIGATION ENGINEER 


Born June 19, 1896. Graduated Colorado A. and M. College, May 1918; 
bachelor of science in civil and irrigation engineering. Registered civil engineer, 
State of Colorado; associate member, American Society of Civil Engineers; 
charter member, Soil Conservation Society of America. 

Engineer, Export-Import Bank of Washington, July 1949 to present. Review- 
ing loan applications for financing projects in foreign countries, and preparation 
of reports and recommendations relating thereto for consideration of Board of 
Directors of the bank. Responsible for determining engineering feasibility of 
proposed projects, adequacy of engineering investigations, and plans. Confer 
with engineering and contracting firms and officials of foreign governments with 
respect to the engineering features of loan agreements and contracts for project 
works. Review detailed project plans and specifications, make field inspections 
of project operations to assist borrower in maintaining proper engineering control 
of work and compliance with loan agreements. Primarily concerned’ with proj- 
ects in irrigation, agricultural development, municipal water supplies, highways, 
and public works. The projects which come before the bank generally involve 
total costs in excess of $5 million. 

Engineer, Department of Agriculture, Soil Conservation Service, Washington, 
D. C., July 1940 to 1949. Conservation agricultural planning, flood-control 
planning, and inspection of field operations, 3 years. Head of Irrigation Section, 
Engineering Division, 6 years, planning, programing, and making field inspec- 
tions in connection with conservation irrigation practices, including improvement 
and construction water supply, storage, and distribution systems. 

Engineer, Department of Agriculture, Soil Conservation Service, New Mexico 
and Colorado, May 1935 to 1940. Conservation agricultural planning and con- 
struction involving CCC camps and operations, planning irrigation and drainage 
system improvements; assistant State coordinator, SCS, March 1938 to 1940. 

Private practice, Albuquerque, N. Mex., June 1934 to 1935, highway and 
municipal engineering. Located 12 miles of logging railroad for McGaffey 
Lumber Co. near Gallup, N. Mex. 

Construction engineer, Middle Rio Grande Conservancy District, Albuquerque, 
N. Mex., December 1932 to 1934, on irrigation, drainage, flood control, stream- 
bank protection, and 2 concrete diversion dams on Rio Grande. 

Highway construction engineer, E. J. Maloney Construction Co., New Mexico 
and Wyoming, July 1931 to 1932, preparation of bids for contract work, planning 
contractor’s operations on 4 construction jobs totaling 80 miles in length, involving 
grading, bridges, gravel and asphalt surfacing. 

District highway engineer, State of New Mexico, February 1927 to 1931. 
Supervision of engineering location, construction, and maintenance of 2,000 miles 
of State highway system consisting of gravel, asphalt, and concrete types. Super- 
vision of an average of 40 technical employees, 200 skilled workers, contract con- 
struction work averaging about $3 million annually. 

Associate professor of civil engineering, University of New Mexico, July 1926 
to 1927, teaching railroad surveying, irrigation engineering, and design of dams. 

City engineer, Albuquerque, N. Mex., March 1920 to 1926, supervision of design 
and construction on municipal public works. 

United States Army, May 1918-December 1918, second lieutenant, Field Ar- 
tillery. 

Resident engineer, United States Bureau of Public Roads, Albuquerque, 
N. Mex., December 1918—March 1920, on 20-mile project of mountain highway 
construction in New Mexico. 


History OF THE ENGINEERING Drvistion OF THE Export-IMport Bank 


The growth of the Engineering Division in the Export-Import Bank is closely 
tied to the general trend of the business of the bank itself. Its growth may be 
considered somewhat as a barometer, sensitive to the changes in the character 
and scope of the bank’s operations brought about by the pressure of the world’s 
economic condition and the need of the United States for a credit institution which 
could cope with the problems of United States surpluses and shortages as they 
developed from the depression through the recovery of the 1930’s and the Second 
World War. A brief review of the history of the bank will be helpful in under- 
standing the factors which lead to the Engineering Division’s growth and develop- 
ment. 

The Export-Import Bank was organized in 1934 for the purpose of financing 
foreign trade and with the right to discount obligations and to borrow. The 
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original charter provided for the issuance of common stock to the extent of $1 
million and preferred stock to the extent of $10 million. 

During the early period of its operations, the bank provided 3 types of financing: 
(1) For the export of agricultural commodities—generally speaking, these were 
limited to a term of 90 days; (2) for the export of heavy machinery and equipment; 
and (3) for working-capital loans to exporters suffering from the failure of foreign 
countries to provide sufficient exchange in time to meet their obligations. From 
the above it can be readily seen that the character of the bank’s operations was 
commodity and short-term credit financing which did not call into play the tech- 
“a, of engineering. 

y various acts, Congress extended the life of the Export-Import Bank, and 
with the tense situation in Europe in 1939 the limits on outstanding loans was 
raised té $100 million. This was increased early in 1940, after the war had begun 
in Europe, to $200 million with a further limit of $20 million to any 1 country 
above existing loans. 

In September 1940 the first major change in the character of the bank’s business 
resulted from an act of Congress which increased the lending authority to $700 
million; extended the bank’s life to January 22, 1947; and authorized loans for 
the development of resources, stabilizing economies, and marketing products of 
the Western Hemisphere. In its reference to the Western Hemisphere, Congress 
recognized the European blockade and the blocked-sterling situation in England. 
But, more important, the character of the bank’s credit operations was broadened 
to include general development and dollar-exchange loans. The bank’s charter 
was amended in January 1941, and during the years 1942 and 16943 the bank 
was placed successively under the Secretary of Commerce, the Office of Economic 
Warfare, and the Foreign Economic Administration. 

The sensitivity of the engineering barometer is illustrated by the fact that the 
bank employed its first engineer on January 1, 1941, 10 days before the date of 
the new charter. Prior to this time, as it had felt the need for technical advice, 
the bank had relied entirely upon other agencies. This practice was continued 
for a time as the occasion demanded, but the seed from which the engineering 
division grew had sprouted. Almost immediately credits for projects involving 
engineering techniques came into being in the form of highway, mining, and rail- 
way projects, steel-mill construction, and petroleum production. The second 
engineer was added to the bank’s staff in July 1942 and the third in October 1944. 
By the end of 1944 the bank had in its portfolio over 20 large development projects, 
all in the Western Hemisphere. 

During the first 4 years of financing development projects, with only 2 engineers 
in its staff, the bank called heavily upon private consultants and other United 
States Government agencies, such as the Bureau of Public Roads, the Bureau of 
Mines, and the Agriculture Department, for assistance in the solution of its 
engineering problems. However, it soon became evident that such engineering 
“‘by proxy’ was fot providing the bank with the character of service which it 
required. Because the above firms and agencies accepted specific and limited 
assignments, there was no continuing interest in the developments which grew out 
of their assignments. Liaison between the bank and the projects under execu- 
tion was indirect, making it difficult to determine from time to time just what the 
situation was with respect to performance of borrowers, engineers, or contractors. 
Inspections during the progress of the work and surveillance of the early phases 
of operations were difficult under these circumstances. 

On July 31, 1945, Congress made a sweeping change in the Export-Import 
Bank. The bank was reorganized to function under a board of directors with the 
advice of the National Advisory Council. Its capital stock was increased to $1 
billion, and its lending authority increased to $3% billion. The specification of 
the bank’s purpose laid down in the act of 1945 was rather broad and, considering 
the backlog of unexecuted development projects which had accumulated during 
the war, the expansion of its activities in this field was inevitable. 

As a result, during 1945 some 19 credits were established for development and 
production facilities. Eight of these were for direct-development projects and 
11 were for the export of productive equipment of a strong development nature. 
The pressure for additional engineering talent in the bank’s staff became acute 
and two more engineers were brought in. The growth in the number of such 
credits continued at a rapid rate during the next 2 years. The bank’s dependence 
upon its engineers for technical advice reached the point where the need for expan- 
sion of engineering talent in its organization could no longer be postponed. 
Anticipating the growth of this division, the bank chose a chief engineer in Feb- 
ruary 1948 and set about to gather engineering talent suitable to its operation 
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and to integrate the technical phases of its operation with the work of other divi- 
sions in the bank. 

During the next 2 years the engineering staff grew from 5 members to 10. 
Because of the need for broad experience, versatility, and sound judgment, this 
expansion of the organization was carefully controlled. Engineers were brought 
into the division who had training, experience, and talent particularly adapted 
to the wide scope of operations which the bank had now entered upon. his 
included specialists in heavy construction, transportation, steel, production, 
mining, highways, irrigation and drainage, general industrial processes, power 
and other public utilities. In this manner when the Korean war came along the 
engineering division was prepared to handle the shift to projects yielding strategic 
materials without any difficulty. ; ; 

Although there has been a small turnover in personnel in the engineering divi- 
sion, the organization described above fairly represents the organization today. 
It would be illogical to assume that the growth of the division stopped with the 
assembly of its staff. Its operations are being constantly reviewed and adjusted 
to meet changing demands and conditions. The purpose always being to provide 
the bank with the most effective engineering service available. 


ENGINEERING IN THE Export-IMporT BANK 


Approximately 60 percent of the dollar value of the bank’s business, represented 
by roughly 90 percent of the number of credits made, provide financial assistance 
for the export, installation, and construction of a wide variety of physical facilities. 
These projects involve the exportation in vast quantities of machinery and 
equipment of American manufacture and its installation under circumstances 
not usually encountered here at home and which require the application of 
techniques which, in many respects, are foreign to American practices. All 
such projects are based on engineering planning and the examination of the 
technical phases of these credits is the duty of the engineering division of the bank. 

The portfolio of such credits may be classified broadly by project types, such 
as facility or machinery exports, agricultural and reclamation projects, industrial 
plants, mining and metallurgical plants, public utilities, and transportation. 
It is the sole responsibility of the client to perform all the engineering required 
to plan, execute, and operate whatever project he may propose. It is the 
responsibility of the bank’s engineer in the examination of such projects to deter- 
mine for the benefit of the bank the merit of the project from the point of view 
of feasibility, likelihood of profitable return, suitability of equipment, and processes 
involved. 

In addition to this, the capability of the engineering group, construction 
contractor, and the eventual management of the enterprise itself must be con- 
sidered and an assessment made of the competence of these people to carry out 
the project and operate the completed facility successfully, at least during the 
life of the loan. Obviously such a wide variety of problems calls for an engineering 
staff of specialists in several branches of the field who must be versatile and 
imaginative, as well as experienced in the broad aspect of their particular field 
of interest, with a knowledge of operating conditions in foreign countries. 

Occasionally because of the highly specialized nature of the project involved, 
it is necessary to engage the services of engineering consultants from private 
practice or from other agencies of the Government. Due to the infrequency 
with which such problems are encountered and the wide variety of the problems, 
it is obvious that the bank would not be justified in maintaining as a part of its 
permanent staff a specialist in every field of engineering. At the same time, the 
staff of the engineering division, among its various members, includes experience 
in a wide number and variety of engineering specialties. This experience could 
not be replaced by private consultants at any figure approaching in economy the 
cost of maintaining a permanent engineering staff or affording the bank the 
prestige of an organization able to prepare the highest quality of technical recom- 
mendations for any of its authorized credits. 

The maintenance of such a staff also provides the bank with an organization 
which is alert from day to day to the many factors which arise and which have 
a profound effect upon the projects involved which would not necessarily interest 
consultants employed to perform a specific service. Not only this, the mainte- 
nance of an engineering organization within the bank provides it with a medium 
of evaluating the quality of work performed by consultants from private practice 
employed not only by the bank but by its clients as well. 

pplications for loans come to the bank in many ways. Some are presented 
verbally as ideas by people who have an interest in business in foreign countries. 
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Others come to the bank by letter from embassies in foreign countries or United 
States or foreign companies interested in enterprises in foreign countries. Usually 
the first approach to the bank for a loan is on an informal basis and at this stage 
the principal problem is to determine whether or not the project, whatever it 
may be, is adaptable to the bank’s broad policy of assisting foreign trade and 
falls within the limits laid down by Congress. The engineering staff is called upon 
to determine what the facility is, for what purpose it is to be used, the probable 
general effect of the facility upon the applicant’s operation, if a real need will be 
satisfied by the execution of the project, and the approximate cost of the project 
broken down as to dollars and local currency costs. After a preliminary analysis 
of the above problems, if it appears that the project is adaptable to the Exim- 
bank’s policy and is soundly conceived, the applicant may submit a formal 
application, in which details of engineering planning, construction, operations, 
and financing are assembled in a comprehensive plan for the project’s accomplish- 
ment. 

The practice of taking a preliminary look at the project on the basis of an 
informal approach is essential. In many cases it has been established that the 
very nature of a project is such that the bank would not be able to lend any financial 
assistance under any circumstances. Obviously, in that event, it would be 
unjust to call upon the applicant to prepare a comprehensive study of a project 
against which he had no hope of obtaining financial assistance. Again, by taking 
the preliminary look, the applicant may discover from questions raised in the 
technical analysis of his project knowledge of conditions or circumstances which 
may lead him to abandon the project because of certain inherent faults or to revise 
the scope of the project in order to obtain a more economic or efficient operation. 
It can be readily appreciated that the party originating the application may very 
well receive a real service in the bank’s preliminary consideration of his project 
rather than being left merely with a disappointing answer. Also the bank’s staff 
is relieved of the burden of making detailed analyses of projects which, because 
of their poor conception, could not be financed by Eximbank. 

After informal consideration resulting in a favorable nod as to the general 
concept of the project from Eximbank, the period of time required for the pres- 
entation of a complete application varies considerably and depends on many 
things. If the applicant happens to be a United States industrial firm which 
maintains within its own organization a capable staff of engineers and operating 
personnel with a clear-cut picture of what it wants to accomplish and how to go 
about it, the assembly of a complete application may be a relatively simple opera- 
tion accomplished in a minimum period of time. In fact, where private capital 
has already been sought and failed to materialize the project may have been well 
delineated even before the preliminary approach to the bank was made. How- 
ever, if the application originates in a relatively underdeveloped country lacking 
in technical and managerial ability, it may take many months to plan a project 
to the point where its accomplishment can be assured. Under these circum- 
stances, consulting engineers must be obtained by the client, basic surveys made 
and the project planned in its entirety. During the same period it may be neces- 
sary to develop sources of raw material and to educate operating personnel and 
managerial talent to assure the success of the project. In view of the above, it 
can readily be appreciated that there is no consistency in the length of time 
required for the presentation of full and complete studies. 

In the engineering analysis of the formal application, the following considera- 
tions must be satisfied: 

(a) Is the project feasible from the standpoint of location, choice of process, 
climate, geology, transportation, labor supply and market? 

(6) Can the project be carried out at a reasonable cost? 

(c) Can the project be operated profitably? (This question brings together 
the talent of the engineer on operating cost, the economist on market and price 
and the examiner on financial structure.) 

Certainly there are other considerations outside the engineering field. The 
legal problems, the constitution of the company, the ownership of the project 
site, the authority to operate in the manner planned and the character of legislation 
in the place where the facility is to be installed which will affeet its operation; the 
financial problem, such as financial constitution of the company, its balance 
sheets and credit standing, must be considered; the economic problem concerning 
the effect of the development upon the locality where it is to be constructed and its 
relationship to United States foreign commerce. These are all real problems and 
there is no intention here to minimize their importance. However, the deter- 
mination of feasibility and the evaluation of construction and operating cost 
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estimates are things which can only be accomplished by an engineer. Con- 
sidering the fact that the reputation of the United States in foreign countries is 
measured by the success of every activity in which our Government participates, 
whether it be business or politics, the facilities financed by the bank must produce 
the results required of them. It is the engineer’s job to see that every project 
performs successfully. 

When consideration is given to the ramifications of each broad type of project 
(for instance, industrial projects include fertilizer, cement, textile, chemical, iron 
and steel, as well as manufacturing and assembly operations) the need for 
versatility in engineering talent becomes apparent. 

If a project stands up under the close examination of its application for financial 
assistance and such assistance is authorized by the bank, the Engineering Division 
is called upon again to play an important role in the accomplishment of the project 
because of the need for establishing adequate technical control, supervision, and 
inspection of construction, as well as following through on the operation and 
maintenance phases of the work. In most cases the bank recerves the right to 
review and approve all contracts for engineering and construction services. This 
is done in order to assure the borrower that he actually gets the type and quality 
of service which he needs to carry out the project. Much of the Engineering 
Division’s effort is devoted to the evaluation of competitive bids for construction 
contracts and the establishment of contract terms and conditions which will 
assure the successful execution of the work undertaken. 

Since a major portion of the bank’s operations are of an engineering nature, it 
is necessary for the engineers especially to make field inspection trips. These 
visits to the projects are made periodically in order to satisfy the bank that the 
project is being carried out according to the terms of its credit agreement and to 
offer appropriate suggestions for the improvement of construction and operating 
methods; and especially to maintain close cooperation between the contractors, 
the owners and the governments of the countries in which the project is being 
carried out. The constant watchfulness of the engineering staff during this 
stage of the project is extremely important. The analvsis of progress reports, 
Embassy dispatches and general news publications is a routine duty of the 
engineers and has resulted from time to time in considerable economies through 
suggestions to the borrower as a result of information so obtained. 

The close working relationship the engineer must maintain with each project 
requires his intimate knowledge of all matters pertaining to the credit. While 
on field inspections he is often required to function in the capacity of a general 
bank representative and is called upon to gather information for and assist other 
divisions of the bank. 

He also has the responsibility of keeping the clients acquainted with the prob- 
lems inherent to the construction and operation of the project facilities. Periodico 
analyses and discussions with the client’s representatives are maintained through- 
out the construction period and are covtinued then until the facility is operating 
satisfactorily so a: to assure the success of the project as a productive facility. 
Without such an objective analysis of the client’s operation of the completed 
project the bank would be forced to look entirely to credit guaranties and col- 
lateral for reasonable assuraoce of repayment, rather than to the project’s ability 
to pay for itself by its own production. 

he need for engineering talent in financing development projects is incon- 
trovertible. The maintenance of a competent engineering staff provides the bank 
with the necessary talent to perform all of the above services continuously through- 
out the period of the bank’s interest in such projects. The advantages of main- 
taining such a staff can not be duplicated by any other means. 


ENGINEERING ANALYsIS—MInNING Prossect ror InNpUsTRIAL E Comercio Dep 
Mrnerios, 8. A. 


The pressing need for raw materials for Uvited States industry, particularly 
minerals, so marked during World War II, was demonstrated again during the 
Korean campaign. While our domestic sources of some minerals are adequate, 
we are dependent entirely on foreign sources for several of the minerals and metals 
vital to industry and, because of our enormous consumption of the basic raw 
materials in the steel and electrical industries, we must import great tonnages of 
many types of mineral products. The words “strategic” and “critical” are 
widely used when discussing the mineral requirements of the United States. 

The result of this pressure is an expansion of production facilities and the 
development of new mining projects in foreign countries requiring the investment 
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of large sums of money which, for many reasons cannot be obtained from private 
sources. The Export-Import Bank then is called oon to lend the money required 
and the problem of analyzing the applications and followivg the projects through- 
out the construction and repayment period is, from an engineering point of view, 
the duty of the bank’s mining engineer. 
Applications for mining loans come from many sources. Many proposals are 
romotions or raw-prospecting ventures which obviously cannot comply with the 
ank’s requirements and in most cases the applicants can be convinced in one 
visit that they should go elsewhere for assistance. In a second group are pro- 
posals for the development of strategic mineral supplies which proposals are 
sound in prospect but which fail to qualify for treatment under the bank’s statute 
for one or more reasons. - These a may then be certified as essential 
by one of the defense agencies and the loan then made by the bank wholly or in 

art from defense funds. In such cases the engineering examination is done by 

MPA engineers acting independently or jointly with the bank’s mining engineer. 

In several cases the findings have been similar but it has also happened that 
the bank’s engineer has made recommendations which, when followed, improved 
the risk qualities of the application without unduly retarding the processing of 
the loan. After agreement is reached and the loan is in force the bank’s engineer 
follows the progress of the project and the purchase of materials to insure that 
the plans are being followed and that the loan money is well and carefully spent. 

In a third class are applications for assistance from well-established com- 
panies with sound assets, experienced management, and resources ample to 
cover the loan. In these cases the original engineering is done completely and 
in detail by the company’s staff. Where the project is a large one and success 
depends on adequacy of ore reserves and suitability of plant, experts in each line 
are consulted. As an example the loan to Cerro de Pasco Corp. was made only 
after, at the bank’s request, the company had had its ore reserves checked and 
its economic outlook surveyed by the best consultants to be found in those lines. 
The bank’s engineers studied the reports and added their approval and condensed 
the findings for action by the Board. Later, when a newly developed process 
was to be added to the Cerro plant a committee of engineers visited the plant 
where the process was developed, became thoroughly acquainted with the novel 
features involved and then expressed approval of the process for the Cerro plant. 

One of the most complex of the projects now before the bank is the manganese- 
mining operation in the Terrotory of Amapa in Brazil where a Brazilian corpora- 
tion, ICOMI, in which the Bethlehem Steel Co. holds a half interest, is develop- 
ing a project for the mining of 500,000 to 1,000,000 tons per year of manganese 
ore for use in the United States both for the stockpile program and the present 
need of the United States steel industry. The project involves not only the 
mining plant but also a 125-mile railway and shiploading facilities at a port site 
on the Amazon River. 

In this case a portion of the funds to be used come from defense agencies and 
their engineering staffs have made some study of the project. Principally, the 
work of the Bethlehem geologists in computing the ore reserves was checked by 
a consulting geologist who was engaged by DMPA to make a survey trip to 
the property. 

The construction plans and estimates prepared by the applicant’s consulting 
engineer have been under constant revision and have several times been ex- 
amined by the bank’s engineering staff. As one of the principal units of the 

roject is the railroad the plans and estimates of that portion of the project 
fove been examined and, since revision, examined a second time by the bank’s 
engineer who is a specialist in railway construction and operation. 

The construction plans for the mining plant and port facilities of Amapa 
project have been studied by the bank’s mining engineer both in Washington and 
on the ground. During a 10-day field trip, 2 days were spent walking over surface 
exposures, studying plans and methods of computation and scrutinizing drill 
cores and samples. This was somewhat a duplication of the work done by the 
DMPA geolcgist but done after the ore-delineation work was complete and 
probably from a somewhat different approach, particularly with respect to the 
plan of attack. An in-the-field check of the railroad plans was made and the 
port site viewed on the spot. 

The project is now at the starting point. Contracts for construction super- 
vision and engineering design between the company and the engineering firm, 
Foley Bros. of Plainsville, N. Y. have been examined from the engineer’s view- 
point. A principal item of such contracts is the computation of the contractor’s 
fee. In judging the fairness of this the engineer must draw on experience, a 
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general knowledge of the reputation of the firm and also by personal interview 
of the engineers who will do the job, exercise his judgment as to the quality of the 
organization. With this opinion the engineer then weighs the amount of the 
fee, the bonus and penalty arrangements and then gives his approval of the con- 
tract. In the case of ICOMI this study is now in process. 

While the engineering features of the job are the center of attention, the mining 
engineer is also a student of the metal markets and is in constant touch with the 
Bureau of Mines and other Government agencies who keep abreast of the news 
and statistics in the mineral industry. On several occasions the bank’s engineer 
has acted on staff committees for the study of the Nation's mineral problems. 

The loans for mining projects now current are mainly in Latin America and 
Canada and a familiarity with the conditions encountered in operations in 
these countries is necessary for proper criticism of the merits of the proposals 
and the conduct of operations. Examinations in the field must be made as a 
part of the study prior to approval and periodic inspections of progress during 
construction and repayment are desirable. 

See appendix A and B for examples of reporting on the application and a 
subsequent field examination, 


ENGINEERING ANALYSES AND Fre.p INSPECTIONS OF AGRICULTURAL PROJECTS 
IN AFGHANISTAN 


INTRODUCTION 


A desire for modern political and economic development appears to have arisen 
in Afghanistan about the turn of the century. Interrupted by political disorders, 
a gradual but halting movement toward modernization was resumed about 25 
years ago and stepped up in 1937-38, only to be interrupted again by World 
War II. Under the leadership of Abdul Madjid Khan, Minster of National 
Economy, the movement was emphatically resumed at the end of the war, and 
in 1946 a contract was entered into with Morrison-Knudsen Afghanistan, Inc. 
for extensive surveys and construction. The Kandahar-Chaman Highway an 
a considerable portion of the Boghra Canal along the Helmand River were 
constructed. 

For several years prior to 1949 American representatives in Afghanistan reported 
sympathetically on the movement for economic development and on the hope 
of the Afghan Government to obtain a credit from the Export-Import Bank for 
this purpose. Early plans were of broad scope and a tentative request for a 
credit of $100 million appears to have been discussed with the State Department 
in 1947. Some elements in the Afghan Government, however, favored a more 
modest scheme and desired to avoid, or at least minimize, the amount of foreign 
loans. 

The first real approach made to the bank was in March 1949 when an tnofficial 
or background report by the Minister of National Economy was furnished the 
bank. This contemplated an extensive program for which a credit of $55 million 
was desired. It had been the contention of the Afghans that the various elements 
of this plan were so interrelated that the project-by-project approach which the 
bank preferred was impractical. Nevertheless, as a result of extended discussions 
in the bank and in the State Department, the formal application when presented 
was limited to two sets of related projects. 


° APPLICATION 


On August 17, 1949, the Royal Government of Afghanistan applied to the 
Export-Import Bank for a loan of $34.2 million, of which $26.4 million was for 
the Arghandab and Helmand Valley irrigation developments having an estimated 
total cost of $34.4 million; and $7.8 million for a cement plant and coal mining 
development at an estimated total cost of $9.6 million. Subsequently, on September 
22, 1949, the Afghanistan Ministry of Economy on the basis of revised cost 
estimates prepared by Morrison-Knudsen Afghanistan, Inc., reduced the amount 
requested for the irrigation developments to approximately $21 million, and also 
reduced the total amount requested for all 4 projects from $34.4 million to $28.3 
million. Advices from the United States Embassy in Kabul on September 4 and 
19 stated that Dr. Rauf, the Afghan representative contacting the bank, had 
been instructed to confine the application to the two irrigation developments; 
however, if Dr. Rauf received such instructions he did not carry them out. 
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SCOPE OF ENGINEERING REVIEW 


The material on which the review is based consists of the following: 

1. Report on development of the Arghandab area, prepared by International 
Engineering Co., Inc., for Morrison-Knudsen Afghanistan, Inc., July 17, 1949. 

2. Kajakai project and its relation to the development of the Helmand Valley, 
prepared by International Engineering Co., Inc., for Morrison-Knudsen Afghan- 
istan, Inc., July 18, 1949. 

3. A June 30, 1948, report by Mr. John L. Savage, consulting engineer and 
former chief designing engineer, United States Bureau of Reclamation, relating 
to the Arghandab, Kajakai, and other dam projects in Afghanistan, 

While the reports prepared by International Engineering Co., Inc., are adequate 
to describe the nature of the projects involved and the technical problems relating 
thereto, they cannot be considered as comprehensive engineering studies such as 
normally would be prepared in advance of undertaking projects of a magnitude 
represented by the Arghandab and Kajakai developments, This is partly due to 
the basic limitations in data which will be discussed in a subsequent part of this 
memorandum, It is also perhaps due to the close relationship between Interna- 
tional Engineering Co., Inc., and the Morrison-Knudsen organization. While 
the fermer professes to be an independent consulting engineering group it is, in 
fact, owned by the latter. Consequently, the reports appear to be more in the 
nature of interoffice memoranda rather than completely documented reports such 
as would normally be prepared by independent engineering organizations, Be- 
cause of this deficiency arrangements were made for conferences with Mr. F. J. 
Huber, local representatives of Morrison-Knudsen, and Mr. Orman M. Strange, 
assistant chief engineer of International Engineering Co. The information se- 
cured as a result of these conferences has served to supplement that contained in 
the reports and has assisted the engineering division in evaluating the projects 
involved. 

The Savage report was prepared during the early stages of the project investi- 
gations and does not pretend to be a complete and detailed review of the final 

lans. It does serve, however, to substantiate the judgment of Morrison- 
<nudsen Afghanistan, Inc., and International Engineering Co., Inc., as to the 
feasibility of the projects the suitability of the locations selected for the dams and 
the engineering soundness of the general project layouts. 


THE ARGHANDAB PROJECT 


The Arghandab project is for the purpose of providing flood control and irriga- 
tion in the Arghandab Valley in the general vicinity of the city of Kandahar. he 
area includes about 240,000 acres of which 150,000 acres are reported to have very 
fertile soil capable, when suitably watered, of producing a wide variety of crops. 
About 100,000 acres are now partly cultivated but as they are irrigated from the 
unregulated flow from the Arghandab River the water supply is limited and un- 
certain. The proposed project consists of a rock and earth fill dam, ae, 
50 meters high, which will impound 350,000 acre-feet of water. ased on the 
limited available records of streamflow, the engineering report concludes that this 
storage will be sufficient to irrigate 120,000 acres in a normal year but that in a 
dry year irrigation would have to be limited to only 90,000 acres. It is intended 
to make provisions for future development of hydroelectric — but the power 
installation is not contemplated in the present project. ertain related work 
would also have to be undertaken in connection with the irrigation canals and 
while a rough allowance for the cost of this work is included in the estimates, 
no detailed study of this phase of the project has been made. 


THE KAJAKAI PROJECT 


The Kajakai project is for the purpose of providing flood control and irrigation 
in the Helmand River Valley. An initial phase of this project has already been 
undertaken by Morrison-Knudsen Afghanistan, Inc, and consists of a diversion 
dam which has been completed at Girishk, and a canal leading from this diversion 
dam to the Boghra, Chamalan and Marja areas. The completion of the so-called 
Boghra canal system is included in the work for which financing has been requested 
and will permit the irrigation of 165,000 acres. However, an assured water 
supply for this canal system will not be available unless and until the proposed 
Kajakai storage dam is constructed. Conversely, when the storage dam has been 
completed it is estimated it will provide sufficient water for the irrigation of 
550,000 acres and consequently its full benefits will not be realized until such 
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time as further canal development not contemplated in the present request for 
financing is undertaken. 

The proposed Kajakai Dam is to be of rock and earth fill construction with a 
maximum height of approximately 95 meters. It will provide for the storage 
of approximately 3 million acre-feet of water. The plans include provision for 
for the ultimate installation of power generating equipment, but this installation 
is not included in the current request for financing. 


RELATIONSHIP OF ARGHANDAB AND KAJAKAI PROJECTS 


The Arghandab River is a tributary of the Helmand River, joining the latter 
at a point about 15 miles downstream from the Girishk diversion dam. To the 
extent that the Arghandab Dam will provide flood control for the lower Helmand 
Valley and to the extent that return flow from irrigated lands in the Arghandab 
Valley would be available for reuse on the lower Helmand, the Arghandab project 
may be considered to be a part of the general Helmand River development 
program. The Kajakai Dam on the other hand will have no effect on the Arghandab 
Valley. Either of the projects could be undertaken independently of the other. 
They could be constructed simultaneously or the construction of one could 
follow the other. Certain advantages are claimed in economies to be obtained 
from simultaneous construction. Similar savings in cost in a somewhat lesser 
extent would probably result from consecutive construction. If only one project 
is to be financed, there appear to be good reasons why the Kajakai Dam should be 
constructed because of its relationship to the investment already made in the 
Boghra Canal system. On the other hand, the Arghandab project is complete 
within itself, and if undertaken in preference to the Kajakai project would provide 
for the complete agricultural development of a separate and independent area. 


ADEQUACY OF ENGINEERING STUDIES 


The engineering for the Arghandab and Helmand River projects has been 
severely handicapped by lack of basic data, particularly with respect to variations 
in flow of the two rivers involved. Such data as are available are limited to those 
which have been collected by Morrison-Knudsen Afghanistan, Inc., since that 
company arrived in Afghanistan in 1946. 

Records of streamflow in the Helmand River have been maintained since Octo- 
ber 1946 and on the Arghandab River since October 1947. These records are far 
too short to permit a safe determination of either the sustained flow available 
during a dry cycle or the maximum floods for which spillway facilities must be 
provided. Consequently, it must be recognized that there are certain risks 
involved in proceeding with the construction of projects of this type on the basis 
of such meager data. Low runoff such as may be experienced during a prolonged 
drought may radically reduce the amount of water available for irrigation, and 
consequently, the economic benefits on which the projects have been based. The 
spillway design problem is less serious as certain empirical methods may be used, 
but it is obviously necessary to place more faith in such empirical methods than 
would be the case if records were available of previous flood flows. 

Somewhat similar limitations apply to the agricultural aspects of the projects 
as will be noted in more detail below. The Morrison-Knudsen organization has 
conducted a reconnaissance of the arable land in the two valleys and has made a 
semidetailed land-classification survey. It has maintained an agricultural expert 
in Afghanistan who has made studies of the water requirements for various crops 
and who is conducting experimental farms to determine the agricultural possi- 
bilities of the region. While the work which has been carried on in this direction 
by Morrison-Knudsen constitutes the logical first steps in the sort of investigation 
required it must be realized that it has been necessary to use rough methods of 
approximation in determining the benefits to be derived from the proposed projects. 

As far as can be determined, no detailed attention has been given to the problems 
involved in the ultimate use of the irrigation water to be made available by the 
two proposed dams. It is understood that irrigation is already practiced in the 
two areas involved and that it is expected that the existing irrigation systems will 
be adaptable to improvement and enlargement. However, no plans have been 
evolved for a procedure to accomplish this purpose nor for the supervision of the 
operation of the completed irrigation projects. While the Morrison-Knudsen 
organization should be qualified to carry through the projects to the completion 
stage, the problem of their operation is a continuing one and might well need the 
help of outside experts at least during the years immediately following completion 
of the projects. 
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The design status of the two dams is still in a study stage but has been carried 
out to an extent necessary to determine the physical characteristics and layouts 
of the structures required and to permit the ascertaining of construction quantities 
involved to a degree required for estimating purposes. Foundation conditions 
at both dam sites have been explored by drilling, and both sites have been exam- 
ined from the standpoint of geological conditions. It is understood that final 
designs would be carried out by International Engineering Co., Inc., which has at 
its command highly qualified personnel for this type of work. Consequently, it 
is believed that the design and construction of the two dams will offer no 
insurmountable problems. 

It is fair to say that no responsible engineer would risk his reputation on projects 
of the magnitude of the Arghandab and Kajakai Dams if they were to be built in 
this country on the basis of such meager data as are available in Afghanistan. 
However, the difficulties with respect to the lack of basic data are inherent in 
developing in a brief space of time such undeveloped areas as Afghanistan repre- 
sents. If such development is to be undertaken without waiting for the long 
period required to collect the necessary fundamental information certain calculated 
risks must be taken. 

AGRICULTURAL ASPECTS 


In general the proposed agricultural developments seem to have considerable 
merit, but unfortunately the lack of surveys and of adequate recorded data essen- 
tial to sound planning has made it necessary to prepare the project statements 
using poorly supported estimates and assumptions in lieu of factual data. 


Arghandab project 


From information contained in the report it is quite evident that the water 
supply is not sufficient to serve all the good irrigable land. Therefore, the quantity 
of water available is the primary factor to be considered in determining the extent 
of the proposed irrigation development. 

About one-half of the 100,000 acres now partly cultivated are used for vine- 
yards and orchards, while the remainder is used mostly for hay and grain. Most 
all of these crops have low seasonal water requirements. Even with these kinds 
of crops there has not been sufficient water to keep the orchards and vineyards 
alive, and severe losses have been reported. 

After the completion of the proposed irrigation improvements to serve some 
120,000 acres, it is em sendiiinhal that about 82,000 acres will be used for orchards 
and vineyards which require a dependable water supply for their profitable 
existence. Since the assumption has been made that only 90,000 acres would 
have a full water supply in the dry years, it would seem that 82,000 acres in 
perennial crops is too high considering the risks involved if water shortages 
extended to a period of several years. 

In the areas now cultivated it is assumed that the farmers will provide the 
required improvements to their irrigation facilities, and if the program is actually 
carried out on this basis it would probably require many years’ time to bring about 
optimum use of land and water. This would result mainly from the lack of 
organization, equipment, technical services and financing necessary to effectuate 
the desired improvements. It appears that more effective and immediate use 
would be made of the land and water if the necessary canals, laterals, structures, 
and leveling were provided for the entire 120,000 acres. This action would also 
greatly facilitate the proper organization and management of the completed 
project, especially with respect to the delivery of water supplies and the mainte- 
nance of the physical works. 

Under present practices the use of silty water offsets to some extent the need 
for fertilizers. Following the construction of the dam the waters released for 
irrigation would be clear, making the need for fertilizers more acute. If grasses 
and legumes were then used as fertilizers in the orchards and vineyards, more 
water would be required to produce these crops. Whereas, if commercial ferti- 
lizers and clean cultivation are practiced, the cash outlay by farmers would be 
considerably increased, and crop yields probably would tend to become somewhat 
lower because of lack of cash for such purchases. 

The losses in unlined ditches and canals are assumed at 40 percent of the total 
amount entering them, and some estimates of costs and benefits should be made 
of the value of canal linings which would make it possible to reclaim a large portion 
of this waste water. No doubt some of this canal seepage would be recovered if 
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pumping installations are made at a later time, but in the long run the cost of 
water delivered as gravity supply would be less than that of pumped water, and 
the difference in cost would go a long way toward offsetting the cost of canal 
lining. 

Kajakai project—Helmand River Valley 

The agricultural production in this valley is more diversified than that of the 
Arghandab. A major portion of the area is used for crops of low water require- 
ments. Upon the completion of the proposed storage, diversion and distribution 
facilities, the water supplies will be adequate to fulfill the needs of the increased 
acreage. 

The scope of the land leveling and canal improvement work is not clearly 
indicated, and it appears that the total project costs do not include all of the work 
that is required. Canal losses on this project are also assumed to be 40 percent 
of the total amount of water transported. Even though water supplies are 
considered to be adequate for this project, the costs and benefits resulting from 
canal lining should be studied. Among the benefits would be the reduction in 
cross section of the main canals, the prevention of drainage problems and reduction 
in maintenance costs. 


Observations applying to both Arghandab and Helmand Valley 

The crop yields on presently irrigated lands are low because of lack of suitable 
irrigation facilities. ‘The estimated average yields following the improvements 
on these projects are not out of line under ideal conditions of water supply, water 
use and good agricultural practices and management. However, such favorable 
conditions are seldom obtained on any irrigation project, and it would therefore 
seem that the expected benefits will be rather difficult of attainment. 

The operation of the experimental farm will provide valuable information on the 
factors affecting water use, but it is equally important to make similar studies on 
the existing farms to get a better idea of improvements in water use as well as in 
crop yields that might be obtained from the improved facilities. It might bé 
appropriate here to point out that a recent survey on 40 irrigated farms in Utah 
revealed an average irrigation efficiency of 52 percent, or in other words only about 
one-half of the water applied to the crops was stored in the soil for plant use. 
Some check on the total annual amount of water required should be made by a 
study of the characteristics of the soils on a detailed as well as on an areal basis. 
It is necessary to know the amount of water the soils can hold and the rate at 
which they can absorb water in order to properly design the distribution system. 
Adequacy of cost estimates 

The cost estimates for the Arghandab and Ktjakai Dams and for the completion 
of the Boghra canal system have been prepared by International Engineering Co. 
on the basis of field data supplied by Morrison-Knudsen Aghanistan, Inc., and 
are stated to reflect the actual cost experience of the latter organization in the work 
accomplished to date in Aghanistan. A summary of these estimates is as follows: 
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Summary of cost estimates 


































































} Equivalent cost in dollars 
In United In Afghan- 
States In Pakistan istan Total 
Kajakai Dam: ! 
Construction equipment #__................ RAN TES Bath ated tins sitivdboaiigebivwtiishias 1, 480, 775 
Equipment operation ...................- BOG, OOO Inacnacesccuns . 674, 535 
Fuel and lubricants *.....................-. PEAT hn cidicnoonnsdiinsonmmlndl 778, 205 
Permanent materials....................... 1, 044, 250 744, 000 380, 500 2, 168, 750 
aN SS EEA MD lieth des dicee det 511, 400 1, 215, 105 
General expense. - Ee is ee 83, 750 1, 150, 890 
Prorated items........... Sedeesiedt sedbu te 1, 247, 405 202, 315 91, 000 1, 540, 720 
Construction materials..................-.- BOD Pe endiancsoucel 330, 000 1, 206, 020 
ea aS aR Ra IS a ere RSs, 7, 872, 030 946, 315 1, 396, 655 10, 215, 000 
GORE 6 Nhs 56 oc ckcc cdl cchicien DOR OEO |... cc esesdel fn cektsdesece 855, 000 
a ibis Ktinngtemnesesksécowei 8, 727, 030 946, 315 1, 396, 655 11, 070, 000 
Boghra Canal: ¢ SRE was 
NO Oe nc eumnanamwnmed 4, 109, 900 841, 600 1, 241, 600 6, 193, 100 
Fuel and lubricants °_....................-- RIOT OP Bie od ahi ss licicn ahmed < 1, 052, 000 
athe cercinttaeticukin’ aiccauponeceeccnaiel 5, 161, 900 841, 600 1, 241, 600 7, 245, 100 
Arghandab Dam: ! el rm , 
Construction equipment ?_................. 1, 180, 845 
Equipment operation. ___........-......--- 1, 033, 280 
Fuel oil and lubricants #_.._......_. .......- 1, 138, 330 
Permanent materials_.....................- 1, 141, 185 
IAG bh bv nad ecinechanat pawticqaiine 2, 191, 490 
General expense... 795, 580 
Prorated items __........ 1, 112, 405 
Construction materials..................... 95, 260 |.........- A 212, 435 307, 685 
Subtotal 6, 660, 520 674, 620 1, 565, 660 8, 900, 800 
Contractor‘s profit ___ TED ho nese huslatemstenpsueteeetie 775, 000 
ah eertnbitiuedtdon dierent nevtdeiinda 7, 435, 520 674, 620 1, 565, 660 9, 675, 800 
Arghandab irrigation: 6 Jess } ‘i i 
Unitemized costs §__..............--.-..--- 681, 810 | 67, 380 158, 840 908, 030 
Fuel and lubricants #......................- SE Ric mttbiiikeghndiy ditt biibhes aiid 119, 670 
SO caeeineed veons ---| 801, 480 | 67, 380 158,840 | _1,027, 700 
ORONO sai ictneninsswevinhcdetietT i 22, 125,930 | 2, 529,915 | 4,362, 755 | 29, 018, 600 








1 Not including costs-of power installation. 

2 After allowing for construction equipment already on hand as follows: Kajakai, $785,000, Arghandab, 
$787,200, total, $1,572,200. 

+ These items, totaling $3,088,205 would require the use of United States dollars for offshore purchases. 

‘ For completion of main-canal system. Does not include funds necessary for land preparation or for 
lateral-canal system, roads, etc. 

5 No breakdown available. These items assumed to include contractor‘s profit. 

* Rough estimate of cost of developing 20,000 acres not now irrigated plus modernization of existing irriga- 
tion system, construction of roads, ete. No apparent provision for main irrigation canals. 


These estimates have been examined in detail in company with the assistant 
chief engineer of International. There is every reason to believe that the esti- 
mates have been carefully prepared and represent the best information now 
available as to the probable cost of the work involved. 

Due to the unusual conditions pertaining in Afghanistan which result in the 
necessity of importing not only most of the materials and equipment required 
for the construction of the proposed projects but also a substantial amount of 
skilled labor and supervisory personnel, the dollar requirements are extremely 
high and amount to 76 percent of the total estimated cost. It should be par- 
ticularly noted that a substantial amount of these dollar costs (approximately 
$3 million) are required for the purchase of petroleum products which in all 
probability will be obtained outside the United States. It should also be noted 
that part of the dollar payments for labor will be for the employment of Italians, 
Germans, and other nationals. 

While, as noted above, the estimates are considered to be adequate for these 
phases of the work which they cover, the Engineering Division feels very strongly 
that there will be additional costs involved before the projects may be considered 
as having been completely carried out. For example, no provision is made for 
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land preparation and irrigation canals and drainage ditches to utilize the water 
to be made available from the Boghra canal system. Preliminary estimates by 
International Engineering indicate these costs to be approximately $2% million. 
It is quite possible they will be considerably larger. In any event they are not, 
included in the amount requested by the Afghanistan Government. Similarly, 
only a small amount of money (approximately $1 miilion) is provided for similar 
works associated with the Arghandab Dam. It is the opinion of the engineering 
staff that these supplemental works in the Arghandab Valley might well cost 
$4 or $5 million. ? 

Because of the lack of detail as to complete overall costs for the proposed 
projects, the Engineering Division has suggested, and the staff committee has 
accepted, the proposal that any credit authorized at this time be limited to use 
in constructing the Kajakai Dam and in completing the Boghra canal system 
until such time as the Government of Afghanistan has made a complete showing 
as to what will actually be required in completing fully integrated irrigation 
systems in the two valleys. 

Economic justification 

The reports submitted by International Engineering Co. have shown tremen- 
dous benefits to be derived from modern irrigation in the Arghandab and Hel- 
mand Valleys. Thus for the first stage of the Helmand development consisting 
of the Kajakai Dam, the Boghra Canal and limited work in the area served by 
the latter, the annual increase in agricultural production is valued at more than 
$10 million and the increased possible foreign exchange earnings at nearly $5'% 
million per year. In the Arghandab project the increase in domestic value of 
annual production is estimated at nearly $9 million per year and the increase 
in foreign exchange annually available at nearly $12% million. 

As indicated in the foregoing sections of this memorandum it is believed that 
the findings of International Engineering are based on such meager data as to 
render them subject to wide variations. It is also felt that the studies have 
assumed ideal conditions in all cases and that these conditions are not likely to 
be obtained in Afghanistan in any brief period of time. Nevertheless the poten- 
tialities of the two projects appear so great that even if the claimed benefits are 
discounted substantially to allow for possible additional costs, possible decreased 
water supplies, probable inefficiencies in land use and other similar variables, 
the resulting benefits could still be of a magnitude which would justify the 
undertaking of these important improvements to the Afghanistan economy. 
Engineering conclusions 

The engineering review of the material submitted in support of the Afghanistan 
request for funds with which to continue its development of agriculture in the 
Helmand and Arghandab Valleys results in the following conclusions: 

1. The proposed construction of the Arghandab and Kajakai Dams and the 
completion of the Boghra canal system are feasible from an engineering standpoint 
and may reasonably be accepted to be carried out at the costs estimated. 

2. The merger data relating to available water supplies and agricultural aspects 
of the proposed projects introduces serious doubts as to the possibility of securing 
the full advantages claimed for the projects, particularly in the case of the Arghan- 
dab Valley. Nevertheless the projects appear so attractive as to warrant their 
undertaking. 

3. It appears that the mere completion of the Kajakai and Arghandab Dams 
and the Boghra canal system will not in itself produce the required results but 
must be supplemented by additional investment in land preparation, water dis- 
tribution, drainage facilities, etc. The amount of money required for these sup- 
plementary features has not been adequately established. 

4. Any present loan for pursuing this work should be limited to construction of 
the Kajakai Dam and completion of the Boghra canal system until such time as 
some adequate studies -hhave been presented concerning the ultimate development 
of the projects involved. 


CONSTRUCTION CONTRACT 


The Board of Directors of the bank authorized a credit of $21 million for the 
Arghandab and Helmands Valley irrigation developments on November 23, 1949. 
Subsequently the Legal Division of the bank prepared the loan agreement, and 
on March 10, 1950, the Government of Afghanistan notified the bank that its 
Ambassador in Washington had been authorized to sign the agreement on be- 
half of his country. 
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A draft of the construction contract between Morrison-Knudsen Afghanistan, 
Inc., and the Government was then submitted to the bank on March 17, 1950, 
and it was immediately sent to the Engineering Division for review. In the course 
of the review several meetings were held with representatives of Morrison-Knud- 
sen, International Engineering Co., and the Afghanistan Government. The con- 
tractor’s target estimated of construction costs, his equipment and personnel list, 
and his plan of construction operations were studied in detail. After agreement 
was reached between the Afghanistan Government, the contractor and the Engi- 
neering DiVision relative to the technical aspects of the work, the Legal Division 
of the bank completed the review of the draft contract. The contract was signed 
by the Afghanistan Government and Morrison-Knudsen Afghanistan, Inc., on 
April 19, 1950, and was approved by the bank on May 23, 1950. 


CONSTRUCTION OPERATIONS 


One of the stipulations of the construction contract required the contractor to 
perform engineering and construction services in accord with standard American 
practice. The agreement also provides that the contractor’s compliance with this 
stipulation shall be established by certified reports of the consultants engaged to 
check the progress and design of the construction work. It further provides 
that the consultants shall be selected by the contractor, shall be engineers of high 
standing in their profession and qualified in the work for which they are engaged, 
and shall be approved by the Government of Afghanistan, the Export-Import 
Bank, and the American Society of Civil Engineers. The consultants who were 
subsequently approved for this work are Messrs. John L. Savage, Walker R. 
Young, James p. Growdon, John S. Cotton, Ralph Lowry, and Sinclair O. Harper. 
However, even with this imposing group of talent available for consultation on 
the project it was not possible for the bank to obtain sufficient knowledge of the 
impact of the construction work on the Afghanistan economy, nor to ascertain if 
the land development work was being planned and carried out in accordance with 
sound agricultural principles, until an engineer and an economist from the bank’s 
staff had made two field inspection trips in the project areas. These men were 
able to give valuable and time-saving advisory assistance to the Afghanistan 
Government in setting up a personnel organization chart for the agricultural 
development program, and in suggesting names of qualified technicians in the 
United States who might be interested in employment in Afghanistan on this 
program. Several of the men suggested have now accepted such employment 
and their services have been very satisfactory to Afghanistan. The bank’s mis- 
sion also worked closely with the contractor in setting up procedures for construc- 
tion cost accounting, control of purchases and reporting on costs and progress of 
completed work. See appendixes C and D for copies of two reports made by the 
engineer member of the bank’s mission covering field inspections made in 1951 
and in 1952 from ‘which it is easily concluded that these sorts of inspections are 
necessary to assure the bank that proper engineering control is maintained over 
the construction operations, and that compliance with the provisions of the loan 
agreements are carried out by the borrower. Also see appendix E for a copy of a 
staff committee memorandum of June 26, 1953, which is largely the product of 
the Engineering Division and is representative of action at the staff level of the 
bank in handling special problems that arise on construction projects. 


ENGINEERING ANALYsIS— PowER Prosect ror THE NATIONAL PowER Cor- 
PORATION OF THE PHILIPPINES 


It is generally recognized that an adequate supply of power is a requisite for 
the improvement and development of any area. Since power is today most fre- 
quently utilized in the form of electric energy the bank receives frequent inquiries 
regarding financial assistance for electric utility projects. These projects may 
take the form of production facilities, such as steam, hydro or diesel electric gen- 
erating plants, transmission lines to transport the energy to the load centers or 
distribution system extensions necessary to deliver the available energy to the 
ultimate consumer in order to improve his efficiency, production and well-being. 
In studying these electric utility projects, the Engineering Division must analyze 
the sources of power generation, as well as the transmission facilities and distribu- 
tion system, whether financed by the bank or not, since a weakness in any of these 
links will preelude the furnishing of satisfactory service to the consumer. This 
work includes a study of the source and type of power generation, whether steam, 
hydro or diesel, the availability and dependability of the fuel supply, the adequacy 
of the hydrographic data and an analysis of the power requirements and supply, 
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It is also necessary to analyze the potential load growth and the adequacy of 
transmission and distribution facilities to provide satisfactory service. The 
estimates of initial cost and operating expense must be evaluated and compared 
with the proposed rates in order to determine that sufficient income will be derived 
to amortize the investment. Naturally, a study of this type involves an over- 
lapping with the other divisions of the bank and frequent discussions are held 
with them on economic, financial and legal matters. 

Perhaps a brief description of one of the credits authorized by the bank for 
electric power development would best illustrate the work performed by the 
Engineering Division on this type of credit. 

The National Power Corp., an entity of the Philippine Government, was 
established in 1937 to implement the Philippine power program. This corpora- 
tion was reactivated after the liberation in 1945 and completed and enlarged a 
36,000-kilowatt hydroelectric plant in the Manila area. Work was also initiated 
on a number of small hydroelectric plants scattered throughout the Philippines 
and also on a 25,000-kilowatt hydroelectric plant at Maria Cristina Falls on 
Mindanao. By 1950 the National Power Corp. had made an extensive survey 
of the Agno River in Northern Luzon and plans for the initial development 
were well advanced. The project would consist of a large earth and rock fill 
dam at the Ambuklao site northeast of Baguio. This initial development would 
be the furtherest upstream dam and would have relatively large storage in order 
to permit regulation of the river flow for future generating plants to be con- 
structed downstream. This control and regulation of the river would also 
permit irrigating a large additional acreage on the central plain of Luzon with a 
resultant increase in crop production. A 75,000-kilowatt powerhouse was to be 
erected at Ambuklao and 136 miles of 230-kilovolt transmission line would be 
constructed to bring energy to the Manila area. In the future this line would 
be tapped at intermediate points as loads of proper magnitude were developed. 
Transmission lines of 69 kilovolts would also be constructed from Ambuklao to 
supply the existing mining area near Baguio as well as new industrial developments 
in the Baguio and San Fernando areas. 

In July 1951, the Philippine Government invited the bank to send representa- 
tives to look into the possibilities of United States loans to aid the development 
of the Philippines. As a result of this request, representatives of the bank visited 
the Philippines during August and September 1951, at which time the Ambuklao 
project was discussed in detail with the parties directly concerned. 

With the assistance of the Harza Engineering Co., of Chicago, and Mr. Irving 
Crosby, engineering geologist of Boston, as well as engineering consultation with 
Gen. Hugh Casey, United States Army engineers (retired), the National Power 
Corp. prepared a report on the development of the Agno River. The engineer- 
ing features of this report were discussed in detail with the General Manager 
of the National Power Corp., the chief engineer and various division heads, 
Since the Manila area provided the principal market for the power to be pro- 
duced at Ambuklao technical discussions were held with the vice president in 
charge of engineering for the Manila Electric Co. These discussions concerned 
the system demand, the ability of the system to meet the demands placed upon 
it, system operation, fuel and operating costs, as well as the proposed expansion 
program of the company and its desire to purchase Ambuklao power. In com- 
pany with the National Power engineers the Ambuklao site was visited and the 
work which had started on one of the diversion tunnels was inspected. The 
return trip to Manila was made over the approximate route of the proposed 
transmission line. Visits were also made to plants in operation and under con- 
struction by the National Power Corp. in order to appraise the efficiency of their 
operations and the engineering capability of the National Power Corp. staff. 

As a result of these discussions and inspections, it became generally apparent 
that: 

(1) The National Power Corp. was efficiently managed and had a good engi- 
neering staff. 

(2) Although located in an earthquake area the Ambuklao project posed no 
insurmountable engineering problems and while the hydrographic data were not 
complete, they covered a sufficient period to permit reasonably accurate studies 
to be made. 

(3) There was a large demand for electric energy and an adequate market 
existed for the output of the project. 

(4) The private electric company serving the Manila area, which would be the 
principal load center for the new project, was desirous of securing the additional 
energy. 
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(5) The cost estimates for the project were reasonable and would permit the 
sale of energy at prices competitive with thermal generating costs in the Manila 
area and at prices well below the cost of production from small diesel plants in the 
Baguio area. 

Additional discussions were then held with the National Power Corp. con- 
cerning bringing the report up to date and improving the presentation, in- 
cluding additional data concerning loads, results of calculating board studies, 
determination of equipment size and proposed method of operation in order to 
present a comprehensive picture of the project. In line with these suggestions, 
the National Power Corp. reviewed its report and in November 1951 presented 
to the bank a revised report on the Ambuklao hydroelectric project. he total 
cost of the project was estimated at nearly $51 million. 

The engineering aspects of the application were then reviewed and studied in 
detail and in conjunction with financial, economic and legal members of the staff, 
a@ memorandum was prepared to the Board of Directors recommending authoriza- 
tion of a credit of $20 million to assist in financing the purchase of equipment, 
material and services in the United States for the construction of the Ambuklao 
hydroelectric project. This credit was authorized by the Board of Directors on 
January 31, 1952, and the credit agreement was signed by representatives of the 
bank and the Philippine Government in July 1952. 

The credit agreement provided for the utilization of experienced United States 
technical services required in connection with the design, engineering and con- 
struction of the project. Under this provision it is necessary for the Engineering 
Division to consult with representatives of the National Power Corp. and United 
States engineering and construction firms regarding the technical provisions 
of contracts to be financed under the credit. It is also necessary to review 
the specifications for equipment to be purchased and to analyze the basis for 
selecting bids and awarding contracts. efore any disbursements could be made 
under this credit it was necessary to analyze and approve @ contract between the 
National Power Corp. and the Harza Engineering Co. of Chicago for con. ulting 
engineering services on the project. Subsequently, specifications for the con- 
struction of the dam, spillway and diversion tunnels were reviewed and numer- 
ous discussions were held prior to approving the contract for this work with Guy 
F. Atkinson Co. of San Francisco. iscussions are currently being held and re- 

orts and estimates are being reviewed leading to a negotiated contract between 
National Power and the Guy F. Atkinson Co. for the construction of the under- 
ground powerhouse and associated works. Contracts for the purchase of equip- 
ment in the United States, such as generators, transformers, transmission line 
towers and transmission line hardware have been studied and approved as eligible 
for financing under this credit. Specifications for switchgear and associated 
equipment are now being ainenak 

The credit. agreement also provides for the submission by National Power of 
regular physical progress reports. These reports are received monthly and re- 
viewed by the Engineering Division. Construction costs and physical progress 
are studied in an attempt to discover and flag at the earliest possible moment any 
developments which may increase the cost or retard the completion of the project 
on schedule. At the present time, work is well advanced on this project, progress 
is satisfactory and it is anticipated that it will be in operation during the latter 
part of 1955. 


ENGINEERING ANALYsis—DiesEL Evectric LocoMoTIVES FOR FERROCARRIL 
CENTRAL DBL UrRuUGUAY 


Credit No. 492-B and B. Amount $2,859,000. 

Type of project: Exporter Credit. 

Borrower: Republic of Uruguay. 

Exporter: International General Electric Co. 
American Locomotive Co. 

Facility: Diesel Electric Locomotives. 

Acquired for use of: Ferrocarril Central del Uruguay. 


SUMMARY 


On September 8, 1950, the Export-Import Bank received from the International 
General Electric Co. and the American Locomotive Co. an application for assist- 
ance in financing the sale to Uruguay of 26 diesel electric locomotives and spare 
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yarts, costing $4,765,828 free alongside ship New York, for use by the Ferrocarril 
Central del Uruguay. The bank was requested to finance approximately 60 per- 
cent of the total amount; the two manufacturers offering to finance from their 
own resources 40 percent. 

Pursuant to requests made in prior informal discussions, technical and financial 
data were transmitted with the application as follows: 

1. Memorandum summarizing the physical property and equipment as well as 
current operations of the railroad system. 

2. Memorandum describing in detail the existing motive power and justifying 
the need for additional power generally and the economics of diesel power 
specifically. 

’ 3. Selected opersting statistics and the operating statements of incorporated 
systems for the years 1946 and 1947. 

4. Tabulation of proposals to furnish diesel electric locomotives. 

5. Contract of purchase and sale with International General Electric covering 
complete transaction, including general terms and conditions and specifications 
of equipment involved. 

6. Contract of purchase and sale with American Locomotive Co. covering 
complete transaction, including general terms and conditions, and specifications 
of equipment involved. 

7. Annual report and balance sheet of Ferrocarril Central del Uruguay for the 
year 1949. 

Legal problems arose concerning the identity of the borrower and the credit 
terms which were resolved on February 15, 1951. 

On December 11, 1950, the engineering division completed its study of the 
railway system and submitted its report. (See appendix F.) 

On February 19, 1951, the staff committee submitted its recommendations to 
the board of directors. 

On February 23, 1951, this transaction was referred to the National Advisory 
Council. 

On March 1, 1951, the National Advisory Council replied to the bank’s letter 
of February 23, 1951. 

On March 8, 1951, the Board of Directors of the Export-Import Bank author- 
izec the credit. 

February 1952, deliveries scheduled to begin. 

December 1952, shipments completed except for miscellaneous spare parts. 

Comments: Followup information from various reporting sources indicates 
that actual results have been more favorable than anticipated and the Ferrocarril 
Central del Uruguay is now attempting to finance additional locomotives to 
continue the dieselization of its entire system. 


Notz.— Of the data submitted with the application (items 1 to 7, inclusive, 
par. 2 of summary) the first 6 items were submitted specifically for the benefit of 
the bank’s engineer and all were carefully analyzed by the engineer. 


Tue Roue or tHE Export-Import BANK 1n ExportTinG UNITED STares 
TECHNICAL ASSISTANCE 


The exportation of United States technical assistance is an old story in the Export- 
Import Bank. For years before the expression of ‘“‘point 4”’ the bank had been 
promoting through its loans the application of United States techniques to projects 
in underdeveloped countries by encouraging and at times even insisting that 
borrowers employ competent United States engineers and construction contractors 
as well as operating consultants. Funds to pay for this were provided for in the 
extension of credits. Besides this every employee of the bank and especially the 
engineer has had constantly before him the idea of helping every client get the 
best quality in everything he seeks, whether it be technical services, efficient 
methods, effective processes, or good management. And the best is United States 
in 99 cases out of 100. 

There are three levels at which technical assistance operates in the development 
of underdeveloped countries. First of all, know-how comes into play in deter- 
mining along what lines economic development should take place, what types of 
economic activities should be encouraged and, perhaps of equal importance, what 
kinds should be discouraged. This involves essentially the application to eco- 
nomic development of the theory of the location of economic activities. The 
Export-Import Bank has played a rather unobtrusive but, nevertheless, a very 
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salutary role in the matter. Second, the bank has played a much larger role in 
fostering the use of United States technical knowledge in the actual construction 
of projects, in the choice of equipment to be used in such construction, and in 
determining the forms that such projects should take. The third level at which 
know-how is essential to economic development is in the actual inanagement of 
enterprises. Because the bank is an arm of the United States Government and 
must avoid undue interference in the internal affairs of other countries, it has had 
to approach with a great deal of care the problem of sponsoring United States 
tech..ical and administrative specialists for the actual operation of enterprises 
financed in part by it. 

At the first level, namely, what lines of economic activity should the bank 
finance, the bank’s general policy of not interfering with but rather of fostering 
private capital investment necessarily limits its field of activity. It is no accident 
that so large a percentage of its total lending is for projects in the fields of trans- 
portation, power, and irrigation. These are activities generally requiring far too 
large aggregates of capital to be handled by local private enterprise. Further- 
more, they are fields into which foreign (including United States) private enter- 
prise has shown ever greater reluctance to go. Finally, of course, the services 
they perform cannot be imported. Their locational qualities are predetermined. 
Nevertheless, not every waterfall merits exploitation; not every indentation on 
the coast is worth developing as a port; nor is every level stretch an economic 
natural for a railway or highway. he dollar value of transportation and power 
projects that the Export-Import Bank has not seen fit to finance is enormous. 

Not so long ago, for example, we had to turn down an application for a rail line 
closely paralleling an existing one which was operating at less than half its capacity 
and whose traffic was delining mainly because of diversion of traffic from rail to 
highway. In another case the bank recommended that a particular railroad 
system, rather than borrow from us to improve those particular lines, consider the 
advantages of abandoning some 15 percent of its mileage which had been operating 
at an out-of-pocket loss for many years and which served areas that appeared to 
have no economic prospects. In the first case our advice was not taken, and the 
country now has two almost useless rail lines. In the second case our advice was 
only partially taken. It would be a mistake to think that technical assistance is 
always welcomed abroad with more enthusiasm than it is at home. 

Export-Import Bank’s activities in other areas than transportation, power, and 
irrigation have generally been made in conjunction with private United States 
capital or private capital of the countries concerned, or both. The Export- 
Import Bank has entered into these projects generally as a marginal supplier of 
capital. Its aim has been to provide enough—and just enough—capital to 
encourage the private or public interests concerned to undertake the project. 
In each instance it has, of course, had to make a determination that the country 
concerned provided locational advantages for the type of project concerned. 

A large number of new industries have been introduced into Latin America 
with the aid of the Export-Import Bank loans. The bank financed the first synthetic 
fertilizer plant in Latin America, the first fully integrated steel mills in Chile and 
Brazil, the first ferroalloys plant in Chile, the first electrothermal zine refinery in 
Latin America, the first rayon plant in Chile, and the first enterprise processing 
basic raw materials for plastics in Latin America. 

The Export-Import Bank has discouraged a greater volume of applications than 
it has granted, among other reasons, because of its view that many projected 
enterprises could not survive in the countries in which they were to be located 
without excessive and continued protection. Applications for steel mills, for 
instance, have been received from virtually every country in the world. In- 
adequate supplies of coking coal, iron ore, and poor transportation facilities have 
rarely been enough to discourage such applications. We have had to point out 
constantly that even in some advanced European countries tariff- and quota- 
protected steel mills for which no locational advantages exist have made manu- 
factured steel prices too high to permit the development of steel-using industries 
for which locational advantages would otherwise exist. 

The bank plays its largest role in fostering technical assistance in the actual 
construction of projects which it has agreed to finance. A decision that locational 
advantages favor the establishment of an enterprise in a particular country, which 
prompts the bank to give financial assistance in the form of a loan, is only the 
first of a series of decisions that the bank must make. The particular form that 
the enterprise should take is a matter for engineering and economic consideration. 
The production of a certain number of freight ton-miles, or kilowatt-hours of 
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electricity, or tons of manganese ore may be achieved by various means, and it has 
usually been found that the particular combination of factors of production 
appropriate to conditions in the United States is not at all suitable in most Latin 
American countries, where wage rates are low; where interest rates are high and 
‘capital equipment built to last a hundred years must be viewed with great caution; 
and where institutions generally differ from those in the United States. United 
States technicians have acquired a great deal of know-how applicable to Latin 
America only, by working in Latin America. They have found that highways 
ean be overbuilt; that diesel plants are frequently more economical than hydro- 
plants ; that 112-pound or heavier rail, which would be appropriate if United States 
conditions prevailed, is a wasteful use of track steel when maintenance crews 
cannot be reduced because of restrictions. 

The bank generally requires that qualified (usually United States) engineering 
firms be employed to construct or at least to supervise the construction of installa- 
tions financed by it. The bank has rarely experienced any opposition to this 
policy on the part of local interests in the countries concerned. Quite the con- 
trary. United States engineering firms introduced into Latin America for the 
first time by the bank have been employed again and again for other projects in 
those countries, even where Export-Import Bank financing was not involved. 
We believe that in this respect we have played an important role in introducing 
technical know-how into Latin America on a continuing basis. Moreover, we 
take some credit for the fact that local engineering firms in Latin American 
countries have been created out of the specialized knowledge and experience 
obtained in employment by such United States engineering firms. 

The bank’s experience with United States specialists ual has not always been 
happy. A large part of the time of the engineers and economists on the bank’s 
staff is devoted to evaluating the recommendations of such specialists. Recently, 
for example, a United States power expert recommended to the government of a 
very poor country that it apply to the bank for a loan for the construction of a 
hydroelectric plant at a cost of more than twice the annual public revenues of the 
government. He hadn’t even looked into thermal or diesel possibilities for, as 
he said, he was u hydro expert. The bank’s staff reviewed the application and 
determined that a diesel system could be provided to supply all the power needs 
for which the hydroelectric power plant was designed, at less than one-tenth of 
the cost. 

In another case a highway specialist recommended that the bank finance the 
purchase of a large number of units of expensive road-construction machinery for 
building highways that in any case should be little more than trailways in a country 
where the average wage of labor is 25 to 35 cents a day. 

The example of the TVA has not been a universally happy one. The minds of 
all too many enthusiasts for development, both here and abroad, have been 
inflamed with the desire to duplicate it in economies which would be wrecked by 
the burden of debt that such an enterprise would entail. 

Now to the third level, the managerial level, at which technical assistance is 
frequently necessary.: Many of the enterprises that the bank has financed have 
involved managerial problems previously not encountered in the countries in which 
they are located. The happiest solution to the management problem in those cases, 
of course, is ownership and direction by experien firms. The bank in its role 
of encouraging the investment of United States private capital abroad has shown 

articular consideration to United States-sponsored enterprises in Latin America. 
Tn many cases where United States private capital was not interested in investing 
in such enterprises abroad, the bank has generally insisted that the foreign enter- 
prise financed by the bank employ an experienced (usually United States) man- 
agement concern until such time as its local employees were trained to take over 
the job. The transfer of know-how in such operations is rather rapid. Two 
striking illustrations come immediately to mind. At the time the Volta Redonda 
steel plant in Brazil was inaugurated it had over 100 highly specialized Americans 
on its payroll. Today, although it capacity has been doubled, only 13 remain. 
The jobs of the others are now competently performed by Brazilians. Volta 
Redonda every year spends $12 million in the United States for equipment, spare 
parts and supplies. Why? Because they have come to know United States 
methods and equipment through Export-Import Bank’s policy of financing such. 
Had the financing for this project come from any other source, the know-how and 
the equipment would have come from Europe and the continuing expenditures 
would now be going there. A more recently established steel mill in Chile origi- 
nally had a staff of 110 American specialists; it now has only 80, although its capa- 
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city has been increased by 25 percent. The American management firm which 
was employed by the Chilean steel mill is now busier than it ever has been, operat- 
ing other projects in Chile and elsewhere in Latin America. On the Bolivian 
highway project where over 2,090 men were employed, only 70 United States 
technicians were employed. All the other were trained on the job, including 
operators for hundreds of pieces of construction equipment, mechanics, service- 
men and administrative personnel. The turnover in local employees was high 
because, once trained, they left the job to go into small businesses and, in many 
cases, to become instructors in local trade schools. 

The bank’s staff itself has been able, in the course of frequent field trips, to 
make many valuable technical suggestions that have generally been well received 
by foreign management. A relatively simple case which involved a saving of 
approximately $8 million comes to mind, A Latin American railroad requested 
a credit of $9 million for the purchase of 1,600 boxcars. Two members of the 
bank’s staff, an engineer and an economist, made a quick tour of the railroad. 
Among other things, they found that quite serviceable boxcars were being used 
as domiciles by the railroad’s road gangs. They also discovered that adequate 
and attractive portable houses could be built for less than one-tenth of the cost 
of the equivalent freight-car space thereby released. About 1,000 freight cars 
have been released for road service and the road gangs were much more entie- 
factorily housed than they had ever been before. 

In anothe: case, the bank’s representatives located about $15 million worth of 
scrap metal held by an enterprise that was seeking a loan of more than that sum 
from the bank for expansion. In still another instance, the recommendation of 
bank staff members that a return-loads bureau be established in the country 
increased the effectiveness of that country’s motor fleet by an estimated 30 to 35 
pere ent. 

Technical knowledge as applied to a single enterprise is of limited value unless 
it is disseminated through a country’s economy and creates trained personnel for 
establishing still other enterpri:es in still other fields. For make no mistake about 
it, the importation of know-how is expensive. A good illustration of dissemina- 
tion of technical knowledge is found in the large number of industrial enterprises 
clustered around the Volta Redonda steel mill and staffed largely by personnel 
who owe their training directly or indirectly to the 100 United States specialists 
who were employed initially for the purpose of operating the plant and training 
their Brazilian successors. 

Attached to this paper as an exhibit is a list of projects financed by the bank 
where the major operations have been conducted by United States engineers and 
construction contractors. This is not a complete list; practically every credit 
for capital goods involves consultation with some United States technician, often 
with the exporter itself, some of which offer extensive engineering services. Many 
United States nationals have organized foreign companies which perform services 
as subcontractors and often as prime contractors, however, these are not readily 
identifiable. Besides the above, a tremendous amount of technical know-how 
has gone into projects in the hope of obtaining financing, but which have been 
rejected by the bank for reasons other than nonfeasibility. Many of these either 
have been or will be eventually accomplished. 

The list mentioned above includes 61 projects, the total cost of which was 
$991 million; the extent of Export-Import Bank financing for these was $534 
million. They were for transportation, power, mining, metallurgical, steel, 
industrial, synthetic fertilizer, agricultural and other projects. On every one, 
United States engineers, scientists, administrators, craftsmen and skilled laborers 
worked side by side with their foreign counterparts, freely exchanging ideas and 
skills, training these people to carry on the same work after the “gringos’’ went 
home. From these people come the country’s automobile mechanics, contractors, 
highway engireers, railroad train dispatchers, radio servicemen and so on and on. 
And better still, they are good students because they worked to get that educa- 
tion, it wasn’t a handout. 

(Exhibits A to F attached to the report will be found in the appendix, p 1149.) 
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Mr. StampavueGu. There are two memorandums: “Contribution of 
Export-Import Bank to Flow of Private Capital Abroad,” and “Hotel 
Credits in Latin America,’ by Albert J. Redway: 


BioGRAPHICAL Skercu or ALBert J. Repway 


Born Cincinnati, Ohio, December 17, 1895. 

Harvard University, bachelor of arts, 1918. 

Commissioned first lieutenant, Infantry, United States Army, 1917. Served 
with AEF in France; aide-de-camp to commanding general, 35th Infantry Divi- 
sion. Honorable discharge May 1919. 

1920-25: Employed by American Laundry Machine Co., Cincinnati, Ohio, in 
factory production in Cincinnati, and sales offices in Boston and New York. 

1926-29: Member of E. & F. King, Inc., Boston, Mass., paint manufacturers 
and distributors of heavy chemicals to textile and related industries. 

1929-42: Successively vice president, president, and member of board of 
directors of National Wrapping Machine Co., Springfield, Mass. This company 
is a wholly owned subsidiary of Package Machinery Co., Springfield, Mass., and 
Baker Perkins Co. of Saginaw, Mich., and manufactures automatic machinery 
for the application of diverse wrapping materials to foodstuffs, tobacco products, 
pharmaceuticals and many other types of merchandise for both preservation 
and display. Company sells a considerable percentage of its products abroad, 
having a profitable export business to Europe and manufacturing facilities in 
England. Latin American markets were being developed when curtailed by war 
and company directed its energies to manufacture of equipment for military 
establishment. 

1942-45: On leave from company to United States Army Air Forces, Com- 
manded air depot group formed at San Antonio, Tex., and transported to Cal- 
cutta, India, to become part of large air depot established there for supply support 
of 10th and 14th Air Forces in China, Burma, India theater. Raounal to 
United States and reassigned to temporary duty in ETO with team of officers 
to carry out posthostilities intelligence requirements in Germany. Honorably 
discharged in October 1945. Retain rank colonel, USAF Reserve. Performed 
civilian service with Armed Forces as member of Navy Price Adjustment Board 
until April 1946. 

With Export-Import Bank since June 1946, serving as Associate Chief and 
Chief, Private Capital Participation Division 1940-53. ° 


CONTRIBUTION OF Export-Import BANK TO THE FLOW OF PrRivaTs CAPITAL 
ABROAD 


(By Albert J. Redway, Chief, Private Capital Participation Division) 


The Export-Import Bank of Washington has provided an important incentive 
to the flow of private capital abroad. Established in 1934, the Export-Import 
Bank Act of 1945, as amended, states that ‘‘The objects and purposes of the bank 
shall be to aid in financing and to facilitate exports and imports and the exchange 
of commodities between the United States or any of its Territories or insular. 
possessions and any foreign country or the agencies or nationals thereof.’”’ The 
act further states, ‘It is the policy of the Congress that the bank in the exercise 
of its functions should supplement and encourage and not compete with private 
capital, and that loans, so far as possible consistently with carrying out the 
purposes of subsection (a), shall generally be for specific purposes, and in the 
judgment of the Board of Directors, offer reasonable assurance of repayment.” 

During the years of its existence, the bank has made many types of loans in 
most of the free countries of the world. Some of these, where the national 
interest dictated, and particularly following the war, have been to foreign gov- 
ernmental agencies for basic economic facilities such as roads, dams, irrigation 
developments, etc. These are prerequisites to the advent of private investment, 
Principally, however, the bank’s activities, as directed, have been for the stimula- 
tion of United States exports and imports and the investment of United States 
private capital abroad. Since it is a banking institution, the projects presented 
for its consideration are judged in the light of their worthiness as to self-liquidation 
and their benefit to the recipient foreign economies in respect to dollar earnings 
or savings, and generally have been financed in three broad categories: (1) Ex- 
porter loans; (2) loans for foreign projects in which the United States investor 
has an interest; (3) loans made in which United States commercial banks partic- 
ipate with Export-Import Bank for their own account and risk. 
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(1) The exporter loan is the means by which many United States manufacturers 
and service organizations finance the sale of their products or services in countries 
on credit extended by the bank. In these instances, the bank purchases the dollar 
obligations of the foreign purchaser so that the latter may promptly pay the 
United States supplier in dollars for his goods or service. It is usual for the 
United States supplier to carry a share of the foreign paper for his own account 
and risk. 

(2) Loans for foreign projects in which the United States investor has an 
interest, ranging from complete ownership to a minority position, are particularly 
attractive to the bank. These-loans serve the dual urpose of aiding in the export 
of American know-how techniques as well as capital. The bank undertakes to 
have the United States interests, as well as local interests, invest in the needed 
equity. The bank supplies the appropriate debt financing. 

(3) Loans made by the Export-Import Bank in which United States commercial 
banks participate by purchasing certain maturities for their own account and 
risk are those where the Export-Import Bank has initiated the loan to a foreign 
entity in whose country the investment climate and security is good but where 
the terms of repayment are longer than a private lending institution by law or 
policy may extend. By purchasing early maturities of such a loan from Export- 
Import Bank, the United States commercial bank may participate for that period 
of time feasible for its interests and receive a rate of interest consistent with the 
period of its participation. 

The first category of financing has been responsible for the export of many 
United States products from every manufacturing community in the United 
States manufacturers of railroad and steel mill equipment, airplanes, motor buses, 
agricultural machinery, hydroelectric equipment, and the like, have been the 
beneficiaries. The second category has been responsible for the undertaking of 
permanent foreign investment in mining enterprises for basic metals, communica- 
tion systems, and public utilities. In June 1952, the bank lent $41,140,000 to 7 
Brazilian power and light companies to purchase United States equipment and 
services to enhance their service to various communities in Brazil. hese com- 
panies are all subsidiaries of American and Foreign Power Co. The third classi- 
fication has given opportunity for private financial institutions to do their part in 
association with the bank in situations and enterprises appropriate to their 
available facilities. Last year, 32 United States commercial banks participated 
with the Export-Import Bank in a $50 million loan to Belgium. In this instance, 
the bank notified members of the Federal Reserve System of its intention to make 
the loan and invited participation or purchase of the entire amount by com- 
mercial banks. Forty-five million dollars was purchased by the commercial 
banks for their own account and risk. Export-Import Bank retained $5 million 
for its own portfolio. 

Presently, the bank is engaged in conversations with United States insurance 
companies and commercial banks relative to the financing of loans to foreign 
borrowers upon the Export-Import Bank’s guaranty against default of repayment. 
The practice of this authority, which is contained in the bank’s enabling legisla- 
tion, retains for the bank its customary rights of selectivity, examination, interest 
rates, term of repayment, etc., but makes use of private capitalfor the financing 
rather than funds from the United States Treasury. 

Of perhaps equal importance with the Export-Import Bank’s role as inter- 
national banker to United States foreign trade, where private financing facilities 
are unavailable, is the stimulus which the presence of the bank, as a participant, 
lends to mutually beneficial projects which might not otherwise be undertaken. 
In the present stage of United States foreign commerce, a steady and increased 
flow of American foreign trade and investment calls for the creation of an atmo- 
sphere of confidence on the part of United States foreign investors, as well as 
adequate financial participation. The Export-Import Bank, through its normal 
operations, can facilitate the realization of both these objectives. 

The bank also has the responsibility of Public Law No. 30, passed by the 83d 
Congress in May 1953, and has completed arrangements for the bank to issue war 
risk and expropriation insurance. The bank’s rules and regulations governing 
the issuance of the insurance were published in November and agreements were 
entered into with a broad list of insurance companies to act as the bank’s under- 
writing agents throughout the country. Since the amount of money fixed by the 
Congress for the activity is small by comparison with American foreign exports, 
it has been determined to inititiate it on a selective basis and confine the coverage 
at the outset to raw cotton and cotton waste. Operational detalsi having now 
been perfected, the bank is prepared to receive applications from its underwriting 
agents on behalf of the cotton exporters. 
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Mindful of that portion of its enabling legislation, which directs that the bank 
‘‘ * * * shall supplement and encourage and not compete with private capital 
* * * ’’ its organization contains a division to implement these instructions known 
as*the Private Capital Participation Division. This Division is in a sense re 
resentative of private capital on the committees considering loan applications. 
The first question to arise at the outset of any loan study is whether the applicant 
has made an attempt to borrow funds aroteh private channels and he is required 
to submit evidence to this effect. Usually the evidence is in the form of letters 
from commercial or investment banking houses, stating their inability to accept 
the proffered financing opportunity. The Division usually checks the references 
unless the nature of the application itself is of sufficient evidence. It is not 
unusual for an applicant to alter the contents of his request during the course of the 
loan study and it is the duty of the Division to direct the changes where possible 

| n the direction of greater interest to private investors. 

It is possible, of course, that even with the precautions described the bank ma 
have extended credit which might have been obtained from private sources. Suc 
instances, if they have occurred, are few, and there have been many representa- 
tives of private business who have testified before congressional committees in 
support of the bank’s operations. 

The bank, through its Private Capital Participation Division, has always main- 
tained contacts with leading banks and industrial and investment concerns 
pt ay in foreign trade. The contents of its portfolio are available for pur- 
chase in appropriate circumstances, and there are instances of record whereby 
credits originally established by the bank have been acquired by commercial 
banks for their own account and risk. 

The bank maintains relationships with private organizations sponsoring foreign 
trade and representatives of the bank have appeared as guest speakers before 
many of these to explain its facilities for the promotion of United States exports 
and imports. It is possible that the bank could do somewhat more to publicize 
its activities by frequent field visits to industries and commercial banks within 
the United States so that those entities, until now only minor participants in 
foreign United States investment, might become more familiar, if they so wished, 
with the ways and means of conducting an export business or making foreign 
investments of capital. 





Hore: Crepits 1n Latin AMERICA 
(By Albert J. Redway, Chief, Private Capital Participation Division) 


During the years 1948 and 1949, the bank assisted in the financing of three 
hotels in Latin America: 

(a) Hotel Tamanaco, C. A., Caracas, Venezuela; 

e) Hotel San Diego, 8. A. (Tequendama), Bogoté, Colombia, and 

c) Hoteles Interamericanos (E] Panama), Panama City, Republic of Panama. 

The first two hotels mentioned were financed under a $25 million commitment 
approved by the Board of Directors in May 1945 for the construction of hotels in 
Latin America and was in favor of Intercontinental Hotels Corp., a wholly owned 
subsidiary of Pan American World Airways. This company was formed to pro- 
mote hotel projects in approved locations in Central and South America, and to 
secure local capital, supervise construction, and provide management. 

The third hotel (Hoteles Interamericanos) was owned by a group of Pana- 
manian citizens in the Republic of Panama and was financed separately since this 
hotel was not a member of the Intercontinental Hotels chain. 

The loan to Hotel Tamanaco was in the amount of $2,337,697; 2 loans were made 
to Hotel San Diego in the amounts of $3,057,600 and $942,400, and 2 leans were 
made to Hoteles Interamericanos in the amounts of $2 miilion and $500,000. 

The purpose of the credit was to provide urgently needed accomodations for the 
rapidly expanding business and tourist travel in postwar Latin America, and to 
capture for the countries in which the hotels are located the dollar exchange, for 
which hotels are an excellent medium. In each case the amount of the bank’s 
financing was limited to less than 50 percent of the cost of the structure, including 
the land, fixtures, and furniture, and was generally confined to dollar purchases 
in the United States of equipment and services. Some local purchases of building 
materials and eauipment were permitted when in short supply in the United States 
or where uneconomical because of cost or delays in shipment. 1n the case of the 
Venezuelan hotel, the obligation to repay the loan is evidenced by the promissory 
notes of the hotel company, guaranteed by the Banco Obrero, of Caracas, Vene- 
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zuela,"an agency of the Venezuelan Government. The notes of the Colombian 
hotel are guaranteed by the Banco de Republica, Central Bank of the Republic, 
and in the case of Hoteles Lnteramericanos, by the Government of Panama. In 
all cases, construction of the hotels was under the supervision of United States 
architects, and it is provided that each hotel must remain under United States 
management during the life of the Export-Import Bank loan. 

The three hotels are now built and in operation; EK] Panama was opened in 
January 1951, Hotel Tequendama in May 1953, and Hotel Tamanaco has just 
opened its doors, as of December 1953. The bank’s commitment for hotel con- 
struction in Latin America expired in March 1951 with an unused balance of 
$19,604,703. 

Since the hotels in Colombia and Venezuela are so recently opened, significant 
operating figures are unavailable. Hotel El Panama, however, is completing 
its third year of operation and has thus far met its amortization payments to 
the bank, but these have been principally taken from a surplus provided by the 
Government from a loan of $1,500,000 made in July 1951 by the Export-Import 
Bank to the Government of Panama to pay the overrun costs of construction 
and to provide the hotel with operating capital. This hotel operated at 64 
percent room occupancy in 1952 and at 66 percent through November 30, 1953, 
and in those years established operating profits of $226,800 and $291,300, respec- 
tively, exclusive of interest and depreciation charges. 

Given below is a table setting forth the cost of each hotel, the total financing 
provided, the amount of the Export-Import Bank loan, loans by other entities, 
capital, and percentage of Export-Import Bank loan to total: 


[In thousands of dollars] 











Percent, 

Export- Loans Export- 

— Total fi- | Import from Total Import 
cont nancing Bank other capital Bank 
loan sources loan to 





San Diego, South America. _..._- ae ae $8, 750 | $9, 000 Oi CEP ¥.... «2552. $5, 000 45.7 
Tamanaco, Central America. ._.........-- 8, 8, 136 2,336 | 1 $1,800 4, 000 29. 2 
Hoteles Interamericanos, E] Panama... .. 6, 200 6, 443 2,500} 21,500] *%2,443 40.3 


1 Government. 


? Bonds, 
+ Includes $1,500 contributed by Republic of Panama. 


There is also appended, as exhibit A, the highlights of the credits mentioned 
above and presented on a composite basis in order to describe the procedure 
followed during the disbursement period and the safeguards taken by the bank 
to insure repayment. 

As stated earlier in this review, the primary objectives of the bank, in partici- 
pating in hotel financing in Latin America, were to provide facilities for expanding 
business and tourist trade and by this means also a method of bringing dollars 
to the countries in which the projects were located. It should be remembered 
that at the time the credits were established there was a critically short supply 
of accommodations for American business representatives and tourists in Latin 
American and it was felt that, while the bank should not and could not do all 
that was necessary to be done in this field, the establishment of first-rate hotels 
in important locations might provide the incentive for others to be built by private 
financing and without the bank’s assistance. It is now evident that this objective 
has been accomplished since, during the period of the establishment of the credits 
to the present time, a number of first-class hotels have been built or acquired in 
Central and South America without approach to the bank. Additionally, the 
construction of the hotels mentioned above has caused the export of some $9 
million of United States exports, ranging from structural steel to elevators, 
electrical equipment, furniture, etc., which makes each of the hotels a veritable 
showroom for the products of United States factories, while the buildings them- 
selves are excellent examples of functional architecture in which United States 
architects have cooperated with their Latin American colleagues. Since hotel- 
keeping is a specialty of its own, which, prior to the two World Wars was con- 
sidered a European art, the hotel credits have been a means of introducing a new 
industry by the United States into Latin America and the training of many 
hundreds of local citizens in this useful and necessary occupation. 
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Since the hotels were constructed during the inflationary period following the 
end of the war, each one of the structures has cost more than originally estimated. 
This has resulted, of course, in difficulties which have necessitated the bank’s 
making additional credits beyond those originally contemplated. The occupancy 
of the hotels will have to be kept at a high level in order to meet heavy amortiza- 
tion charges, but it is believed that the managements of the respective hotels are 
equal to the challenge, and, as all are located in expanding economies, the hotels 
should grow with their communities and finally reach and maintain a self-support- 
ing position. 

Exursir A 


SumMARY or PrincipaL TERMS AND ConpITIONS CONTAINED IN AGREEMENTS 
Berween Export-Import Bank aND Hore, CoMPANIES 


Generally, the purpose of hotel credits has been to enable the respective hotel 
company to purchase in the United States and in the country of operations, equip- 
ment, materials, supplies, and services manufactured or produced in the United 
States or locally for the construction and furnishing of a modern hotel. 

Provision was made that each of the hotel companies should expend its own 
funds, or funds derived from sources other than the credit, for the construction 
of the hotel prior to disbursements by the Export-Import Bank. Disbursements 
made by this bank under hotel credit agreements were generally limited to less 
than 50 percent of the total expenditures of the hotel company at any one time in 
the construction and equipment of the hotel. 

Disbursements by the bank were based upon satisfactory documents showing 
full details of the purchases made by the hotel company and were generally on 
a reimbursable basis. Occasionally, however, the bank has guaranteed letters 
of credit with American banks for the account of the hotel companies, thus expedit- 
ing purchases made in the United States, and in one case established a limited 
dollar revolving fund against the note and documentation of the hotel company. 

In each of the 3 hotel credits the obligation to repay the loan is evidenced by 
the promissory note of the hotel company, guaranteed by the government of the 
country or its central or other government bank, bearing interest at the rate of 
4 percent per annum to accrue from the date of disbursement, the installments of 
principal to commence after construction, was completed, and are payable in 
quarterly or semiannual installments over 18 to 20 years. An exception was 
made in the case of 1 supplementary 3-year accommodation. 

It has been customary on the part of the Export-Import Bank to require satis- 
factory evidence that the borrower has issued capital stock in an amount sufficient 
to insure completion of construction when considered with the amount of the 
loan granted by the Export-Import Bank. 

It has also been a strict requirement that the construction of the respective 
hotel should be supervised by an architect and carried out by a construction firm 
satisfactory to the Export-Import Bank under contracts subject to approval by 
the latter. Before any disbursements were made under the hotel credits, the 
bank received evidence to its satisfaction that the hotel company had ertered 
into an operating and management contract with an American firm acceptable 
to the Export-Import Bank. Technical services and other contracts were required 
to be submitted to the Export-Import Bank for its approval, including certified 
copies of specifications, drawings, and schedules in such detail as the bank might 
require, together with certified copies of construction contracts, performance 
bonds, purchasing agreements, and operating and management contracts which 
related to the construction, installation, and operation of the hotel. 

Ample provision appears in the hotel credits for the suspension of the credit 
during periods of disbursement upon the happening of a variety of events which 
might have endangered the success of the credit. These clauses were couched in 
language sufficiently broad to protect the interests of the Export-Import Bank 
during the period of availability of the credit. 

So long as any part of the principal or interest of the notes given to evidence 
disbursements under the hotel credits remains unpaid, the hotel companies are 
required not to dispose of or encumber their assets without prior written consent 
of the Export-Import Bank. 

All United States materials and equipment, the purchase of which was financed 
under the hotel credits and which was exported by ocean vessel, were required 
to be insured under contracts of insurance satisfactory to the Export-Import 
Bank and payable in United States dollars. Premiums for any such insurance 
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were made eligible for financing under the credits only with respect to policies of 
insurance placed in the United States market. 

The same principle was followed in the case of marine transportation under the 
requirement that all United States materials and equipment purchased for export 
and financed under the credit be shipped by ocean vessels of United States registry, 
unless a waiver of such requirement was obtained as provided by law. 

Both principal and interest of any promissory notes issued by the respective 
hotel companies are made payable in United States dollars, free of all taxes. 

As a condition precedent to any disbursements under these credits, the Export- 
Import Bank was provided with satisfactory opinions of foreign counsel demon- 
strating to its satisfaction the legality and binding effect of the credit agreements 
and the promissory notes executed by the hotel companies, as well as the guaranties 
appearing on the notes. 

Although all three credit agreements were necessarily modified to meet unfore- 
seen contingencies as the operation of each credit progressed, the general provi- 
sions, the purposes, and the security taken in behalf of the Export-Import Bank 
remain unchanged. 


Mr. StamBavuanu. Here is a memorandum entitled, Exporter Credit 
Financing by the Export-Import Bank by Robert F. W. Whitcomb: 


BIOGRAPHICAL SKETCH OF RoperRT F. W. Warrcoms 


Born Topeka, Kans., 1896. A. B. Washburn College, 1915, Fidelity Trust 
Co., Kansas City (farm loan department) 1916. 


BANKING EXPERIENCE ABROAD 


The National City Bank of New York and its affiliate, the International Bank- 
ing Corp., as foreign staff officer from November 1916 to April 1933 (except part 
of 1929) as follows: 

Training for foreign branch work at New York until early 1917, was trans- 
ferred to International Banking Corp. and assigned Panama branches 1917-20. 
Type of work: Essentially commercial banking, plus emphasis on foreign trade 
banking and such specialities as Republic of Fone Government accounts 
(submanager of the Panama office). 

After furlough, International Banking Corp., Shanghai, China, 1920-24; at 
Batavia, Java 1924-25; at Manila and Cebu, P. I.,1925-26. (In charge of Cebu 
branch.) 

The National City Bank of New York at Kobe, Japan 1926-27 and, after 
furlough, at Shanghai, China, 1928. 

Type of work in Orient: All phases of foreign branch banking and trade finane- 
ing with especial emphasis on foreign exchange factors. 

At the New York office of the National City Bank of New York on the auditing 
staff in the early part of 1929. 

Buenos Air, Argentina, from the latter part of 1929, remaining there until 
near end of 1932. 

Type of work: Office and personnel administration, including all phases of 
foreign branch and trade banking. 

Nores.—The foreign branch banking work also resulted in familiarity with countries, peoples, and lan- 
guages such as Spanish (and subsequently Portuguese) and some lesser degree of familiarity with the 
Chinese, Japanese, Dutch, and French languages. 

Retired (but occupied with small ranching) in Arizona 1933-39. 

At University of Colorado 1940-41; secured M. A. degree in economics. 


GOVERNMENT EXPERIENCE 


Treasury Department, Washington, in Foreign Funds Control, April 1942 to 
April 1943. 

Type of work: Primarily concerned with licensing of transactions, affecting 
“‘blocked”’ funds. 

Export-Import Bank of Washington, May 1943 to date, as examiner. 

Type of work: Occupied principally with the bank’s Brazilian business; review 
of applications and administration of credits after they have been granted. (Ex- 
port-Bank operations combine the characteristics of international trade financing 
with those of international investment financing.) 
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Exporter Crepir FINANCING BY THE Export-Import BaNK UNDER THE 
Export-Import BANK Act or 1945 


(By Robert F. W. Whitcomb, Examiner) 
INTRODUCTORY 


From the statement in the Export-Import Bank Act of 1945 that “the objects 
and purposes of the bank shall be to aid in financing and to facilitate exports and 
imports and the exchange of commodities between the United States or any of its 
Territories or insular possessions and any foreign country or the agencies or 
nationals thereof’’ it would be reasonable to assume that the financing of United 
States exports upon the application of United States manufacturers, of the type 
known in the bank as “exporter credit financing,’’ would have constituted a lead- 
ing en of the bank during the approximately 9 years that the act has been 
in effect. 

Nevertheless, as will be shown hereunder, only 2.3 percent of the total com- 
mitments of the bank from July 1, 1945, to a recent date were in this category. 
Without deprecating the value and importance of the other classes of financing 
that have been engaged in by the bank, nor their utility, in many cases, to the 
manufacturer, this memorandum will be addressed mainly to the question of 
why the bank has done so little financing directly for him in the past. In the 
larger sense, this is a report concerning what the bank has done for and on the 
application of the United States manufacturer to financing international trade. 
It should be said at the outset, in fairness to the management of the bank, that 


effort has been directed in the past year to expanding this phase of the bank’s 
operations. 


THE BANK’S MULTIPLE FUNCTIONS AND ITS ACTIVITY IN EACH FIELD 


The part played by the bank in exporter credit financing must be evaluated 
relative to its total operations. To that end an unofficial analysis has been made 
of all commitments made by the bank under the act of 1945, divided into the 

riods July 1, 1945, to June 30, 1953, and July 1, 1953, to the end of May 1954. 

n addition, a list of all exporter credit commitments of the bank in that period 
is attached to this report. 

Division has been made in the following table between (B) the bank’s activities 
as a “government bank’’, i. e., primarily at the direction of organs and depart- 
ments of the United States Government outside of itself, for reasons of govern- 
ment policy; and (A) its commitments while acting primarily in the furtherance 
of the trade purposes of the act, i. e. ‘‘to aid in financing and to facilitate exports 
and imports * * *.”’ as quoted hereinabove. Except for the period subsequent 
to December 31, 1953, these figures have been taken from the bank’s semiannual 
reports to Congress. The classification into which most commitments would 
fall is ordinarily obvious enough, but others, where more than one motivation is 
involved, might be open to debate. The analyses and opinions in the memoran- 
dum are those of the present writer. 

The total primarily-trade-motivated financing is shown to be 28.16 percent 
of which slightly over half (14.33 percent) was for the Government-sponsore 
trade activities of strategic materials production and surplus commodity exporta- 
tion. Only 2.36 percent was for the financing of exports on the application of the 
United States manufacturer. Project credits—also a type of financing that is 
very useful to the United States manufacturer, as it creates orders for him from 
projects that would otherwise not come into being—amounted to 11.47 percent. 

The general picture of the bank’s activities which the table presents is very 
clear; a financing institution which has been a responsive instrument in Govern- 
ment programs to assist foreign governments, but which has done relatively 
little export trade financing directly for the United States manufacturer. The 
present memorandum will analyze the reasons for this low level of trade financing 
as such. 

First it should be said that there is no intention here to quarrel with those 
commitments which have been made in aid of foreign governments. The reasons 
were doubtless sufficiently compelling and it is obvious that this Government 
must have at its disposal the services of the bank for that purpose. The past 
and present administrations of the bank must be given great credit for having 
ably handled their part in these activities. But the present yan maintains 
that the response to the needs of American industry for the financing of its 
exports has in the past been unwarrantably small. 
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Operations of the Export-Import Bank 
[Dollars in millions] 


July 1, 1945 | July 1, 1953 
Type of commitment to June 30, | to May 31, | Combined she = of 
1954 


. Primarily trade financing: 

(1) Exporter credits en application of the United 
States manufacturer) - 7 

(2) Project credits (foreign applicant) ..............- 


Subtotal, primarily trade motivated 


B. Primarily for Government purposes. 
B (a) Government sponsored trade: 
(3) Stragetic materials production abroad or 
stockpile, etc.) 5 ; 4 245.3 
(4) Surplus commodity exports (mostly cotton). ae . 508. 7 


Subtotal 3. i 754. 0 





A plus B (a): 
Subtotal , 381. . 1, 481.8 





B (b) Financing primarily in aid of foreign governments: 
(5) Lend-lease termination credits a eek da 655.0 

(6) Postwar reconstruction credits............-. , 373. 1, 373.0 

(7) “Lump-sum” approvals for foreign government 
programs, subject to subsequent allocation, 

ete. (Israel, Indonesia, etc.) q 4 602. 2 

(8) Balance of payments financing (such as for Can- 
ada, Argentina, Brazil, etc.)...........-....--. , 050. \ 1, 150.0 


Subtotal , 657. ‘ 3, 780. 2 





B (a) oe B  ) (Government): 
ubto 
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Before proceeding to a further analysis of the reasons for the relatively low 
figures for exporter credit financing this memorandum will take up— 
Definition of exporter credit financing. 
Function of the Export-Import Bank. 
Relative unavailability of other financing. 
Reasons for import financing being relatively unneeded. 


Exporter credits defined 


The expression ‘‘exporter credit,’ as used at the Export-Import Bank, refers 
to financing, on the application of an American manufacturer, for his export sales 
of capital goods to specific user-buyers, i. e. (not for his sales to foreign distributors 
for resale by them). In banking terms this financing consists essentially of the 
purchase by the bank from the manufacturer, without recourse to him, of some 
major portion of the serial note or notes of the buyer given by the latter in pay- 
ment for the equipment. Typical conditions for these notes would be that they 
would be payable in semi-annual installments during a 3- to 5-year period (or 
longer as the character of the goods financed might dictate) preceded by a waiting 
period long enough to cover “ihe shipment, installation and initial operation of 
the equipment. 

As the purchase of the notes would be on a without-recourse basis, the bank’s 
consideration of such an application is necessarily concerned, among other things, 
(1) with the financial responsibility of the buyer, (2) with the value of the guaran- 
ties which he offers, and (3) with the self- liquidating character of the loan. The 
bank has traditionally been concerned, furthermore, with assuring itself that the 
end-use or product of the equipment is such as to be helpful to the economy of 
the buyer’s country, and that, preferably, it should be self-liquidating not only 
in terms of local currency but also in terms of dollars saved or earned for that 
country. Over-emphasis on these latter factors, as has sometimes occurred in 
the past, may operate to obscure the purpose of assisting United States production 
and employment. Nevertheless, the economic, financial and exchange situation 
of the country of the purchaser must be considered. It is entirely possible for 
some country to get its affairs into such condition that financing of exports to 
it must be suspended. 
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FIELD AND FUNCTION OF THE EXPORT-IMPORT BANK IN FINANCING INTERNATIONAL 
TRADE 


The directive to the bank in the Export-Import Bank Act of 1945—that it 
shall finance and facilitate exports and imports—has already been quoted at the 
outset of this memorandum. It may be helpful to supplement the legal definition 
with the observation that the Export-Import Bank came into being for the 
purpose of bridging those gaps and surmounting those impediments that had 
occurred in the availability of commercial financing facilities for United States 
international trade—whatever may have been the origin of those gaps and 
impediments. It should, perhaps, be stressed that the reason for the existence 
of the Export-Import Bank as a trade-financing institution was and is that it 
was the United States economy that was suffering and would suffer from the 
breakdown of traditional financing facilities and only secondarily that the econ- 
omies of other countries also suffered from this situation. 

The basic warrant for Eximbank engaging in the financing of exports is that 
Eximbank assistance brings business to United States plants and work forces, 
which, without such assistance, would go elsewhere or lapse. If, at the same 
time—as is usually the case—the financing serves a useful purpose in the country 
of the obligor, and serves to cement good relations with that country, that is a 
valuable and advantageous result, but the basic motivation should be that 
worthwhile business results for United States industry—entailing, of course, 
employment for United States workers. 

These basic considerations have been too much disregarded in attempts to 
define the respective fields of operation of the Export-Import Bank and the 
International Bank. There is a need, therefore, to repeat that the primary justi- 
fication for the Export-Import Bank undertaking sound financing abroad is 
that it will make possible production in the United States—production that, 
without such assistance, would not occur in our country. This, then, is the 
governing factor in determining as between the two lending institutions if pro- 
posed business is eligible for Eximbank assistance and not such factitious consider- 
ations as whether the foreign obligor or guarantor is a government or private 
entity, or whether the obligations are long-term or short-term. 

Accordingly, the suggestion that financing which is offered on the strength of 
the obligations or the guaranty of a government should not be considered by the 
Export-Import Bank is preposterous. Be it said, therefore, that what is material 
to a decision with respect to suitability for the Export-Import Bank consideration 
is whether the Export-Import Bank financing will bring business to this country’s 
producers which otherwise would either be taken elsewhere, or would have to be 
foregone altogether for the lack of such financing. 


RELATIVE UNAVAILABILITY OF OTHER FINANCING FOR EXPORT SALES ON CREDIT 


It is entirely in harmony with the purposes of the Export-Import Bank that it 
should be enjoined by statute not to engage in the financing of business for which 
financing from private sources is available on a practicable basis. The Export- 
Import Bank reviews this point with all applicants. The almost invariable 
answer—and one that is documented by supporting evidence—is that financing 
on a feasible basis is not available from private sources in those cases where the 
extension of credit to the foreign buyer for any considerable period is involved. 
The general situation is that if medium- or long-term credit is essential to the 
sale, the alternatives available to an exporting manufacturer are meager and, 
as a rule, not such as would make it possible for the business to be done. These 
limited, and usually unacceptable, alternatives comprise: 

(1) With-recourse financing at the manufacturer’s commercial bank.—Commercial 
banks are generally restricted to commercial maturities of not over 2 years, and 
would prefer shorter term paper than that. Accordingly, even when the com- 
mercial bank will take some of the paper with recourse, the manufacturer would 

robably be left with the longer maturities. When maturities of no longer than 

years are involved, the with-recourse feature still places a sharp limitation on 
the business the manufacturer can do abroad. With-recourse financing is, of 
course, done on the credit of the manufacturer and he odinarily has to reserve 
his commercial bank lines of credit for his usual seasonal or other requirements. 
Most manufacturers therefore simply forego such foreign business as cannot be 
done on the basis of the buyer providing a letter-of-credit as they cannot afford 
to remain liable (in the case of with-recourse financing, or of loans collateralized 
with foreign power) for defaults of the purchaser that may occur over a period of 
several years. They also do not feel able to take the risk of interference by the 
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purchaser’s government, within that period, with his right to remit payments 
when they become due. The end result of insistence on letter-of-credit terms is, 
of course, that much worthwhile export business is lost. 

(2) Without-recourse sale of the buyer’s notes to a “factor’’.—Sales to a factor 
are ordinarily possible to a limited extent in the case of the notes of good foreign 
obligors, as the factor’s informed estimate of the possibilities of payment, even 
under conditions of “exchange shortage’’, may induce him to “‘take on” the 
proposed purchase more or less as a speculation. But the usual difficulty is that 
his charges are very high—for example, around 30 percent on Brazilian paper in 
1952-53. Furthermore, the factor would not ordinarily be inclined to buy paper 
with a longer maturity on its face than 1 year. This automatically eliminates 
the type of business that would usually be handled by the Export-Import Bank. 
Most manufacturers make use of the sort of financing extended by factors in the 
foreign field only as a last resort. Generally speaking, this is not the sort of 
financing that will, facilitate United States export trade. At best it may be 
conceded a certain utility under normal trade and exchange conditions, when the 
rates charged by factors would be lower, but its relatively high cost would tend 
to handicap United States exporters in competing for foreign business, 

(3) The manufacturer may carry some export sales with his own funds, but 
this, again, as in (1) above, places a distinct limitation on the business that can 
be done and is not practicable for more than a small percentage of the manu- 
facturer’s total business. For example, if 25 percent of a manufacturer’s business 
is normally foreign and if 5-year terms must be granted to foreign buyers—(at 
present Brazil admits many types of capital goods only if 5-year financing can 
be secured abroad)—the manufacturer would before long have the equivalent 
of a year’s sales, (including domestic,) tied up in credits to foreign buyers. The 
manufacturer says, and quite properly, ‘We are manufacturers, not bankers.” 
Carrying more than a very small percentage of his foreign sales on medium or 
long-term credit is clearly impossible for almost any manufacturer. It might 
properly be asked in this connection: ‘‘How much residential building would be 
possible in this country in the absence of financing—in other words, if the house 
builder had to ‘‘carry” all buyers who could not pay cash?” 

In the exceptional circumstance, that the foreign paper offered is already 
favorably known in this market, a commercial bank may be willing to buy it 
without recourse to the seller. Even so, it would ordinarily have to be the notes 
of the nearer maturities only, and the commercial bank would expect a higher 
rate of interest than it would in domestic business. Usually, however, the com- 
mercial banks are only willing to engage in foreign-connected financing on the 
credit of the manufacturer, as noted above. 

These alternatives are described here at this length in order to emphasize that 
it is only as an exception that there are any practicable credit facilities available to 
the American exporting manufacturer for sales involving the extension of long- 
or medium-term credit to the foreign buyer except at the Export-Import Bank. 
That being the case, it would seem reasonable to expect that, if the bank is the 
only source of such financing in this country, its administrators would have felt 
over the years a very considerable responsibility for the foreign financing needs 
of the American manufacturer on the manufacturer’s own application. 


REASONS WHY FINANCING OF IMPORTS IS NOT ORDINARILY SOUGHT FROM THE BANK 


The reason that financing is not ordinarily desired or needed for imports is 
that the financing of staple imports is something in which the commercial banks 
can and will engage. ‘There is, for example, no problem in securing financing 
for 10,000 bags of coffee ready for shipment at a Brazilian port. That is a com- 
mercial bank function in which the commercial banks are entirely ready to play 
their part. A letter of credit in favor of the foreign shipper takes care of the 
matter. (If the American buyer needs financial aid to carry his purchase of a 
staple import, that also is within the normal field of the domestic banks.) 

The bank’s experience indicates that there is an opening for Export-Import 
Bank financing in effective assistance of imports only through the indirect méthod 
of financing a project for producing in a foreign country some product which the 
United States can import—for example, a project for iron ore, or manganese 
development abroad. Such financing would take the form of a project credit, 
and, as a rule, it covers the cost of the United States equipment and services 
needed. This financing of the production of a potential import usually has 
ranked high in priority at the bank and this is as it should be. It may be noted 
that the funds advanced by the Export-Import Bank in these cases are usually 
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expended largely or entirely for United States goods—therefore, their immediate 
result is to finance and increase United States exports. 

Everything considered, the type of financing which is ordinarily suitable and 
possible for Export-Import Bank is, therefore, the financing of exports, and 
it is only indirectly through project financing that the bank can aid imports. 


REASONS FOR PAST SMALL VOLUME OF EXPORTER CREDIT FINANCING 


In discussing the reasons for the past small volume of exporter credit financing 
it should be said Senay that there is no attempt to suggest here that 
the bank should do less project financing—which, no less than exporter credit 
financing, brings business to United States plants that would otherwise go to 
foreign competitors, or would lapse for lack of financing from any source. But 
there is one important difference in the impact of the two types of financing on 
the United States industrial community. In the case of the project financing, 
the United States manufacturer receives his order from the foreign borrower 
and in many cases, may scarcely be aware that the Export-Import Bank financing 
is involved. When, however, the manufacturer secures financing from the bank 
for an order that his selling organization has worked for abroad, he is very egn- 
scious of the Export-Import Bank help. On the other hand, he is adversely 
conscious of the oe when he fails to get financing to which he believes he is 
entitled, and especially so if the refusal is based on reasons which are not fully 
understood. 

But, taking up the reasons for the past small exporter credit volume, the first 
pose may properly be given to a mistaken philosophy which results in a widely 
eld prejudice against such financing. Surprising as it may seem, considering 
the statutory purposes of the bank, and the relative unavailability of other 
financing for exports requiring term credits, the opinion has been widely held 
in Government circles, and at times perhaps in the bank itself, that it is wron 
for the bank to finance exports as such. This extraordinary position is derive 
from the following fallacious reasoning: 

(a) Current international financial problems arise largely from trade imbalance. 

(b) United States international trade is ordinarily heavily overbalanced on the 
export side. 

(c) Therefore, United States exports beyond the point of balance are an evil; 
and (inasmuch as they are already beyond that point) anything done to assist 
United States exports is economic sin. (Corollary: As the trade of European 
countries is generally overbalanced on the import wide, it is virtuous, economically 
speaking, to assist them to export.) 

Of these, (@) is valid; (b) has very real limitations; while (c) is altogether mis- 
taken. Nevertheless, this reasoning has carried great weight in and outside the 
bank. 

While it is correct to say that the United States has typically exported more 
(including economic and military aid) than it imports, the balance of international 
payments has been running against the United States for years. For the year 
1953 alone (as cited in the Foreign Commerce Weekly of Mar. 29, 1954, p. 5) 
foreign countries increased their gold and dollar assets in the United States by 
about $2.3 billion. The source cited says: ‘Total liquid dollar assets and gold 
holdings by foreign countries outside the Soviet bloc, and excluding the Inter- 
national Bank and International Monetary Fund, amounted to about $23 billion 
by the end of the year, representing a new high.” 

This foreign accumulation of assets in the United States is not mentioned as 
anything deplorable, but merely to indicate that, as a matter of fact, the flow of 
international payments, from whatever cause, is against the United States and 
has been for years. It is perfectly plain, therefore, that, contrary to popularly 
held theory, the United States has needed more exports to uphold its end of the 
interchange with the rest of the world. The other countries have been piling up 
claims against us and not we against them. 

The theory that it is meritorious to assist the aa producer, but not the 
American, has presumably never had a following in Export-Import Bank circles, 
It has, nevertheless, been a factor with which the bank’s representatives have had 
to contend at staff meetings of the body charged with setting the bank’s policies 
where there have always been representatives of other agencies who obje to the 
usual proviso in the Export-Import Bank financing that the funds had to be ex- 

nded only for United States goods and services. Export-Import Bank credits 

ave been termed “tied loans’’—something a ag ow in some Government 
circles. Financing by the International Bank has been considered by these 
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individuals to be on a more lofty plane than Export Import Bank’s, as it did not 
have this sordid limitation. here was, therefore, a certain undercurrent of 
opposition to Export-Import Bank financing on that basis alone. 

It was precisely to exporter credit financing that the policy-making body, until 
comparatively recently was especially antipathetic—possibly influenced by the 
thinking represented by (c) above. In mid-June 1953, that body reluctantly 
gave its consent to the bank entering into two commitments with the Whitin 
Machine Works (credit Nos. 545 and 546) aggregating $850,000, covering its 
sales to Brazilian buyers. A feature of this consent was the setting of the interest 
rate for the business at 6 percent, which might be characterized as punitive. 
(Incidentally, these were the first new exporter credit commitments of the bank 
since March 1951). 

In giving its consent to this financing, a spokesman of the policymaking body 
is reported to have told the Export-Import Bank representative: ‘Do not consider 
this a precedent. Please do not ask us to approve any more exporter credits 
until we have had the opportunity of making a comprehensive study to determine 
whether the bank should engage in exporter credit financing at all.’ This position 
at the policymaking level was fortunately relaxed subsequently. It is only 
mentioned here because of the light which it sheds on what must otherwise be 
puzzling gaps in the bank’s activity in the exporter-credit field. 

It is not surprising that this prejudice was a stumbling block for some of the 
bank’s previous administrators to whatever extent they were under its influence 
and that they manifested a preference for project financing (on the application of 
the foreign borrower), a preference made sufficiently manifest by the $604 million 
project volume as compared with $124 million for exporter credits, as in project 
financing the circumstance that exports are being financed is more in the back- 
ground, owing to the greater emphasis on the end results abroad. The bank’s 
consideration of even exporter credit applications has also been focused to a 
great extent on the end results. Attention to the end result may be proper 
enough in itself, but overemphasis adds up to evidence of the existence of a feeling 
of guilt with regard to the financing of exports. Therefore, the bank has been 
in the anomalous position of having the purpose of financing international trade 
but being hesitant to finance exports as such without some other rationalization. 

Even if there were a condition of imbalance in our international payments on 
the side of exports—and we have already seen that the tide of payments for some 
years has been against us—it would be superficial to conclude that the remedy 
would be to curtail or discourage the side of the trade movement that was in 
excess; i. ¢., in this case assumed to be the exports. If the production of the ex- 
ports is in itself a valuable element in the economy—if, in fact, it keeps plants 
occupied, provides employment, and results in activity and profits that pay 
taxes, while at the same time the exports are of a type suitable for financing as 
being self-liquidating—it would clearly be wrong to deny their producers such 
facilities as are reasonably within the power of the Government to grant short of 
subsidization. Export-Import Bank financing, judiciously granted for the export 
of self-liquidating capital goods, constitutes such a reasonable facility and is not 
subsidization, as the bank is not conducted at any net cost to the Public Treasury 
but rather to its financial advantage. 

If, then, the production of this type of goods for export is advantageous, while 
having an excess of exports were harmful, the remedy would obviously be to 
redress the balance by increasing imports, not by restricting or discouraging 
exports. Of course, if the exports were disadvantageous in themselves—for 
example, if their production were only carried on at a loss or if they only moved 
abroad by benefit of subsidy paid by the taxpayers (instead of their production 
paying taxes)—the attitude of looking askance at the financing of exports would 
be justified. As that is not the case, however, any corrective, if needed, should 
be applied to the building up of the import side of the equation. 

As already mentioned, the Export-Import Bank can be useful in building up 
imports by assisting foreign countries to produce goods that can be advantageously 
imported into the United States. This country is becoming increasingly de- 
pendent upon the importation of raw materials from abroad. 

There is, in any case, no justice and no logic in discouraging exports by with- 
holding from the United States manufacturer Export-Import Bank financing 
which can be done on a sound basis. If it is withheld, valuable production will 
be lost, American workers will lose employment, and the United States Govern- 
ment will lose corporation tax income (normally greater in amount than any net 
profit that would remain to the manufacturer). 
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The theory that exports should not be financed because we have too many of 
them already is based on questionable premises and must be shammfasinee as 


economic defeatism as well as being unfair to useful taxpaying elements in our 
economy. 


OTHER DISCOURAGEMENTS TO EXPORTER CREDIT FINANCING 


A further factor in the low and diminishing volume of exporter credit financing 
done by the bank since 1945 is that so many inquirers and applicants have been 
rebuffed in the course of the years that they no longer think of Export-Import 
Bank financing as a facility that is at all available to them in the solution of their 
export problems. The sour comments of those who have been turned down dis- 
courage others from applying. Even when a refusal has been fully justified, it 
has not always been the rule to give an adequate explanation to the applicant, 
who may be told simply that the bank finds it impossible to finance the proposed 
business, with the result that he is baffled and confused. 

The relative lack of information publicly available for the guidance of an 
applicant, and especially such information as would enable him to form some 
intelligent independent judgment concerning whether or not a particular piece of 
business is eligible for Export-Import Bank assistance, is a real barrier to the 
submission of applications. 

The fact that it has ordinarily been impossible (though there has been marked 
improvement recently in the system of reviewing applications followed by the 
bank) under past administrations of the bank for a manufacturer to secure a 
reasonably expeditious answer—certainly not an expeditious favorable answer— 
has put a serious obstacle in the way of the submission of applications in those 
cases where a prompt answer concerning the availability of financing has had to be 
given by the manufacturer to a prospective foreign buyer. Once a manufacturer 
has had experience with the Export-Import Bank system, he could hardly be 
induced to apply again where time was of the essence. He knew, or thought he 
knew, that the business would have gone by default to his European competitor 
long before Export-Import Bank would have given him any indication sufficiently 
definite to enable him to go ahead. Foreign buyers, also, who had once been kept 
dangling in these situations would no longer authorize the American seller to 
make application to the bank for financing. The salesmen of foreign manu- 
facturers, on the other hand, are very likely to be in a position on their first 
approach to tell the prospective buyer just what financing can be granted by their 
principals. Typically, those facilities available to the foreign competitors are 
made possible by aid of their governments in the form of export credit insurance 
and otherwise. Export-lmport Bank has been relatively reluctant for years to 
take steps (such as some kind of an advance commitment) that would put the 
American manufacturing exporter in a comparable position. This may not 
admit of any simple solution, but nonetheless a fresh approach to this whole prob- 
lem seems clearly indicated, especially as foreign competition in most markets is 
becoming sharp. 

While, as mentioned, there have been recent improvements in this regard, 
the sytem of reviewing applications which has been traditionally followed by the 
bank has served to discourage exporter credit applications. However, as pro- 
cedures are not the subject matter of this memorandum except for their bearing 
on the small volume of exporter credits, they will not be further discussed here. 
It should be understood that these criticisms are directed at the system and not 
at the personnel of the bank, who have, in general, endeavored to give good 
service to applicants in spite of the system. The bank has, furthermore, been 
lightly staffed. 

To summarize, it might be said that, aside from the general circumstances 
that not every export can meet the requirements for exporter credit financing— 
such as that it must correspond to a sale of self-liquidating capital goods, to a 
user-buyer of good credit standing, and offering adequate guaranties—the small 
volume of exporter credit financing engaged in by the bank in the past is to be 
attributed to several factors: 

(1) Manufacturers have been discouraged from making application by— 

The relative unavailability of reliable information coneerning what the 
bank can and will do in this field; 
Past rebuffs; 
The difficulty of securing expeditious decisions; and 
The reluctance of the bank to make any advance commitments. 
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(2) The fallacy that our country already has an embarrassing excess of exports 
(whereas that is far from being the case) and its corollary that exports must not 
be aided. 

(3) The excessive emphasis that has sometimes been placed on secondary 
considerations (for example, those relating to the economy of the importing 
nation) and irrelevent considerations (such as whether the purchaser is a govern- 
ment agency, or the like), resulting in unwarranted subordination of the American 
interests in the proposed financing. 


POTENTIAL VOLUME OF EXPORTER CREDIT FINANCING 


It might be again emphasized that it will not be too simple a matter for many 
types of export transactions to qualify for Eximbank financing even under a 
hospitable policy. In the first place, the exports must be capital goods and must 
be destined for self-liquidating operations that are advantageous to the purchasing 
country. The purchaser must be a user-buyer and must have good credit 
standing. He must also present adequate guaranties. The exchange situation 
of the purchasing country has to be considered by the bank. Usually, also, the 
applicant has had to be willing and able to take some participation in the 
financing for his own account. 

There seems to be, therefore, no real basis for the apprehension that a hospitable 
attitude toward exporter credits would result in the bank’s being inundated with 
business of this type. The volume that will be able to qualify will not be extra- 
ordinarily large. In fact, the problem may be to work out suitable forms of 
assistance covering some of the other types of exports that are not large enough 
or otherwise not suited for case-by-case consideration as exporter credits. This 
is not to propose that the bank should go out of its way to drum up business but 
that its traditional services be reviewed to determine whether the American 
exporting manufacturer does, in fact, have available to him financing facilities 
that will enable him to compete on reasonably equal terms in this respect with the 
manufacturer of foreign countries. Some suggestions along these lines will be 
placed at the end of this memorandum. 


PARTICIPATION IN THE FINANCING BY THE MANUFACTURER 


A requirement in connection with exporter credit financing granted by the 
bank has always been that, while the bank would buy without recourse to the 
manufacturing exporter, the major part of the serial purchase-money obligations 
(notes) of the foreign buyer, he, the manufacturer, would have to carry the rest 
for his own account and risk. A division considered suitable in the current 
practice of the bank is for the bank to purchase 75 percent of the paper and the 
manufacturer to hold the remaining 25 percent. 

The rationalization of this requirement has been approximately as follows: 

(a) While the bank, may reasonably finance the material, labor, and general 
overhead costs of production, the manufacturer should not expect to receive 
immediately and without recourse his profit or margin on the transaction. 

(b) Not even the European export credit insurance systems ordinarily insure 
more than from 85 to 90 percent of the value of the export. 

(c) If the manufacturer has to wait for the final 25 percent of the value of his 
shipment (receiving his share pari passu with the bank) his continuing interest in 
the matter is assured. 

(d) It is only right that the manufacturer should show his confidence in the 
credit risk by sharing in the financing. 

(e) No borrower should expect to be able to borrow 100 percent on any security. 
(This overlooks the important fact that the purchaser of the goods, not the 
manufacturer, is the borrower. The manufacturer sells the purchaser’s notes to 
the bank.) 

These commonly accepted assumptions require rethinking. 

While there is an element of validity in some of them, an example of the 
operations of the participation system will illustrate some of the problems. 
Let us assume that the manufacturer’s profit margin is 25 percent and that he 
takes a participation of $250,000 on an export sale for $1 million. It is further 
assumed that the shipment occurs in December 1953 and that the first of 10 
semiannual payments occurs 1 year later. In the meantime corporation taxes 
at the rate of 52 percent on the $250,000 profit will have had to be paid, amount- 
ing to $130,000. The manufacturer will be out of pocket for the tax and will 
not be fully reimbursed for the amount advanced for the tax on the transaction 
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until June 1957. He will not collect fully for the balance of his profit after 
taxes until June 1959. It can be seen that carrying even 25 percent of the value 
of his export sales will represent a considerable problem for him. (If we assume 
tnat 25 percent is more profit than he is likely to make, then it must also be 
granted that a requirement of 25 percent participation on that assumption 
would also be excessive.) 

This suggests that it may be no more reasonable to expect an exporting manu- 
facturer to carry this sort of a margin for his own account than it would be for 
a builder of houses. If the builder of houses had to stay in the picture for 25 
percent until the installment paper were paid out, he would probably either (1) 
widen his margin far beyond 25 percent (which might price his houses out of the 
market) or (2) go out of business before long due to having his working capital 
tied up. Doubtless his continuing interest in the matter would be assured, but 
it is clear that housebuilders are not customarily asked to concern themselves 
with the credit standing of the purchasers of their houses. That is the respon- 
sibility of those handling the financing—on the security, in that case, of the 
houses themselves. The two cases are not fully parallel, but it is clear that the 
manufacturer, no less than the housebuilder, needs a financing arrangement 
that enables him to get his money out, including his margin. He may have to 
compromise on that, but that is what is needed from his standpoint. As he 
says, he is a manufacturer, not a banker. The participation requirement, unless 
it is quite small, therefore, tends to prevent him from selling.on credit terms, 
even if Export-Import Bank financing with participation can be arranged. 

The analogy to foreign export credit insurance systems is not exact. The 
insuring agency, in those instances, typically does not examine the credit of the 
purchaser, nor does it take collateral credit guaranties. It undertakes the 
insurance primarily on the record and representations of the exporter. He, in 
effect, represents to the insuring agency that the transaction is in the regular 
course of business with a customer whom he considers good. He evidences his 
good faith by carrying part of the risk himself. 

In Export-Import Bank exporter credit operations, the credit of the purchaser 
is carefully examined, and guaranties (for example, that of the purchaser’s local 
commercial bank) are almost invariably required. The assurances of the export- 
ing manufacturer are a very secondary factor. Under these ciruemstances, the 
requirement that the exporting manufacturer underwrite 25 percent, let us say, 
of the transaction appears inappropriate and unduly restrictive. However, if the 
bank should tell the manufacturer that the case for some particular operation 
was not proved to its satisfaction and the manufacturer should then vouch for 
the purchaser’ by offering to take substantial participation in token of his con- 
fidence, such participation would be appropriate enough. 

The correct course in this matter would appear to be: 

(1) That only a modest participation, or no participation at all, be required 
when credit factors are thoroughly proved up, and guaranties are prime; 

(2) That substantial participation, within reason, be required where a major 
consideration is the willingness of the seller to vouch for the buyer in situations 
where the latter’s standing and guaranties leave something to be desired. 

The possibility of permitting the exporting manufacturer to take his participa- 
tion, if required, in the earlier maturities should also be considered. 


CONCLUSIONS WITH RESPECT TO EXPORTER CREDIT FINANCING 


The various conclusions with respect to exporter credit financing reached in 
this memorandum may be summarized as follows: 

(1) Without detracting from the usefulness to American trade of other types 
of financing engaged in by the bank—notably the so-called project credits, those 
for strategic materials production and for the export of surplus commodities— 
the fact remains that the amount of financing of exports done by the bank, on 
the application of the American manufacturer, has been very small in the past 
eight years, and, if anything, has tended to diminish until recently. 

(2) It is clear that the United States Government may need an instrument 
for the extension of foreign credits for purposes other than those of trade, and 
that it will wish to continue to use the Export-Import Bank in that capacity, 
but that is no reason for the bank neglecting its statutory obligation to finance 
United States international trade. 

(3) While there is a very real field for the International Bank for Reconstruc- 
tion and Development, which need not conflict with that of the Export-Import 
Bank, there is no warrant for the establishment in the interests of the IBRD 
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of restrictions on the Export-Import Bank that would come between it and its 
statutory duty to the United States economy. The Export-Import Bank should 
not abdicate its responsibilities to United States industry and labor in deference 
to the pretensions of any international institution. 

(4) Except at the Export-Import Bank—and, as things have been only scantily 
there—there is no financing source upon which United States manufacturing 
exporters can rely that would enable them to extend medium- or long-term 
credit to their foreign buyers. Of course, they can borrow at their commercial 
banks on the basis of their own domestic credit, but this would constitute domestic 
financing and not the financing of foreign trade, as such. It would put a severe 
limitation on the foreign business that could be done. It would also place the 
American manufacturer at a disadvantage as compared with his foreign com- 
petitors who, generally speaking, have had much more freely available to them 
facilities for the financing of their foreign sales. 

(Notr.—The financing of imports, on the other hand, can be done, and is 
being done adequately, by the commercial banks.) 

(5) The manner in which the Export-Import Bank can best aid imports is 
through project financing which enables a foreign country to produce goods or 
materials that the United States wishes to import. 

(6) It is proper that the exporting manufacturer should carry part of the 
financing for his own risk and account, but there are good reasons for keeping 
this requirement at relatively low levels. 

(7) The use of commercial bank funds for financing Export-Import Bank ex- 
porter credit commitments should be encouraged in every practicable way, but 
it needs to be recognized that, at least for the present, Export-Import Bank must 
assume the major risks. 

(8) Even with the maximum practicable assistance to the exporting manufac- 
turer in the form of exporter credit financing there would still be considerable gaps 
in the financing available to the American manufacturer as compared with his 
foreign competitors. This would particularly be true in the field of financing of 
capital goods sales which are too small for case-by-case consideration by uhe bank. 
There would also be a gap with respect to sales on credit terms shorter than those 
usually admitted to exporter credit financing. Furthermore, the whole question 
of whether it is possible to do something to finance sales by United States man- 
ufacturers of useful capital goods to their foreign distributors, for subsequent 
resale to user-buyers, is left unanswered by the exporter-credit-financing approach. 
A recommendation that selective export credit insurance should be established 
to fill these gaps is outlined hereinunder. 

(9) It is further essential that the conditions for Export-Import Bank financing 
should be well-defined and available to potential applicants. 

(10) The bank should cooperate as fully as possible with manufacturers who 
are competing against foreign producers for specific prospective business abroad, 
by agreeing with them to advance that, if they succeed in securing the order, 
financing will be available for the operation on specified terms. 

(Nore.—Any such commitment would be available to other qualified United 
States manufacturers interested in the same business. These commitments 
should not be listed as a charge against the bank’s lending authority unless the 
business should materialize.) 


OTHER POSSIBLE ASSISTANCE TO AMERICAN EXPORTING MANUFACTURERS 


An additional device essential to supplying the deficiencies in the facilities 
available to the United States exporter manufacturer, as noted under (8) above, 
is selective export credit insurance. It is not possible to do more than outline this 
topic here, but some of the manufacturers may be mentioned. 

xport credit insurance has been demonstrated to be practical and self-support- 
ing when properly administered. Various countries now provide this sort of 
help to their exporters. It is a facility that is needed if our people are to compete 
on equal terms. It should operate without cost to the taxpayer, as the fees 
should more than pay the expenses and probable losses. As noted above, it is 
needed to bridge an important gap in the facilities available to American manu- 
facturing exporters, both for maturities from sight up to about 2 years, and for 
business where the unit of sale is too small for case-by-case consideration by 
Export-Import bank. It would provide a means of doing something to assist 
sales of useful capital goods to foreign distributors for subsequent resale to user- 
buyers. The percentage insured in these cases could be kept low until resale 
has been effected, upon which, under suitable procedures, the percentage would 
rise to that customary under the given vonditions. 
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The funds used would not be those of the Government, as the exporter would, 
on the strength of the insurance, be able to secure financing from his own bank. 
In case of nonpayment, under the stipulated conditions, the bank furnishing the 
funds would have recourse on the insuring agency—not on the exporting manu- 
facturer—up to the insured percentage. The insurance should be selective as to 
type of goods financed—e. g. capital goods—and countries of destination. It 
would cover only relatively short-term export paper and in no case 100 percent. 
This facility would be especially useful to the smaller manufacturer but would 
doubtless be greatly availed of by large manufacturers as well. Commercial 
banks willing to act in that capacity under the conditions established, would be 
the agents of the insuring agency. The insuring agency would instruct the agents 
by circular concerning rates, limits, percentages. The agents would report in- 
surance issued daily to the insuring agency which, for control and statistical pur- 
poses, would tabulate the information from every essential standpoint. Items in 
excess of the limits established in any respect would have to be referred for action 
to the insuring agency. Otherwise, the agents would act by rule and by cate- 
gory within the instructions received. If situations arose with respect to any 
country that would make insurance of exports to that country unsafe, the insur- 
ing agency would act to cut off the insurance of new risks there. Short of that 
(or on the slightest indication of a bad situation arising), the rate could be raised, 
limits and percentages reduced, etc. 

This sort of insurance would obviously have to be organized by a Government 
agency as only a Government agency would have the necessary “leverage” in 
dealing with foreign governmental agencies in such situations as might arise 
The Export-Import Bank is the proper agency for the purpose, as its other lend- 
ing activities should enable it to negotiate effectively when the cooperation of for- 
eign governments would be needed. 

Properly conceived and administered, selective export credit insurance would 
fill a long-felt need and would go far toward placing our exporters on a footing 
comparable to those of their European competitors. There should, however, be 
no effort to compete with terms offered by European traders when these are in 
themselves unreasonable. The cost of the insurance, if conducted on right lines, 
would be borne by those who avail themselves of it, and would not be at the ex- 
pense of the taxpayer. Above all, it would give the manufacturer a facility of 
which he could avail himself by rule and by category, and on a case-by-case basis 
by tedious Government procedures. 


Tas._e A.—Analysis of credit authorizations by types July 1, 1945, to June 30, 1953 
(taken from the semiannual reports of the bank to Congress) 



































[Millions of dollars] 
| Exporter | Project Surplus Loans in 
| eredits crodita Strategic | commodity) aid of Total for 
Period (United (foreign materials | financing foreign riod 
| States li ne financing | (cottonand| govern- pe 
applicant) | #PP#ea tobacco) ments ! 
| 
1945—2d half__.... ‘ an oes GO t...2...360-. $100. 00 $820 | $1, 039. 76 
1046—Ist half.............-..- 3. 71 imei 33. 00 1,075 1, 157. 28 
SSAA 3 .| 17. 23 2.00 3 53. 67 
1947—1st half_--.-- — 18. 60 | 5. 00 180 225. 48 
eee 4.16 | lnyein sip ~abeeived 350 388. 61 
1948—1st half as | 31. 66 Bie Ue Lnaideh oman 77.05 
2d half__- 3.95 | 9532.2 61.19 
1949—1st half_- 3.13 3. 35 100 112. 66 
2d half... -... 9.09 | 22. 09 89 128. 38 
1950—ist half 12. 48 14. 71 245 7.09 
2d half_. sen | UMRUEL Es watostas ec oranoien Jose 240 288. 72 
1951—1st half 210) ) Saari * CARO bese sda 106. 57 
2d half__- -17 4 BOB. OBI cpciiewneoes 137. 59 
1952—1st half .14 | 73 250 413. 30 
2d half__-- let.’ Seat, Seeks 5 183. 26 
1053—1st half... ...........-.- . 99 | 52. 00 300 387. 71 
' 
 Ricendtle cilia irene Sith | 117. 43 448.74 3, 657 5, 038. 32 
1 


1 “Loans in aid of foreign governments’’ include lend-lease termination credits ($655); postwar recon- 
struction credits ($1,373); lump-sum appro vals phat to subsequent allocation to projects, as in the cuses 
of Indonesia, Israel, Yugoslavia, etc. ($579); and balance of payment finencing, such as to Canada, Argen- 
tina and Brazil ($1,050). 
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TaBLE B.—Exporter credit financing (on application of United States manufacturers) 


(taken from the sem 
JUL 


Number of 


Date of commitment credit 
July 13, 1945. - 372 
Do 373 


Original, June 12, 1945_| 368 
Sept. 11, 1945......-...:} 378 


Various.....- --| 187 and 338 


Feb. 20, 1946...- caine 


373, increase 


Original, July 13, 1945 
= 389 


Jan. 3, 1946.......-.- 


Original, June 12, 1945 368 increase - 


Various... 187 and 338. 


Dee, 18, 1946... 413 
July 3, 1946 (allocation | 407- 
dates up to Sept. 28, 


1949). 
| 
Various... -.- titi deteteati 
Feb. 19, 1947.....---.--| 419.- 
| | 
AOE TE BE knndsecades Wi csstoisiatchs 
Pb diclaicleatamdee 4 aise 
May 28, 1947.....-.- bo] Giaddece é 
EEE Ss oy 
Jan, 22, 1047........-... | 416___- 
1 
| 
| 
| 
Dac. 10,.1047........-..4 RM dh a 
Oct. 1, 1947......... re 
FRs cemedincsiss cel Mp catnanull | 
| 
RE Te BI onic ce tt OK, 0 < tend 


iannual reports of the bank to Congress) 


Y 1, 1945, TO JUNE 30, 1953 


Amount 


ba author- | Obligors and obser- 
Applicant ized, mil vations 
lions 
| Baldwin Locomotive Works $1.20 | Chilean State Rys. 
Electrical Export Corp-- 2.00 Do 
Westinghouse Electric 35 | Cia Peruana del 
Santa Peru. 
pas Gd s aa 3.06 | Turkish State Aftr- 
ways. 
“Small Exporter-Importer”’ 1.15 | Various 
Lines. 
Total for 2d half of 1945 7. 76 
Baldwin Locomotive Works 1.93 | Brazilian National 
Department of 


Railways. 


Electrical Export Corp 0.80 | Chilean State Rys. 
Baldwin Locomotive Works. 52 | Colombian National 
Rys 
Westinghouse Electric. - .10 | Cia Peruana del 
Santa Peru 
“Small Exporter-Importer’’ 36 | Various 
Lines. 
Total for ist balf of 1946 3.71 
Standard Steel Car Co 3.02 | Paulista Ry, Brazil 
Various manufacturers including: ETI Bank or Sumer 
Vulean Lron Works 7.95 Bank, Turkey 
Foster-W heeler Co . 32 
International General Elec- 1,03 
tric. 
Westinghouse Electric 41 
MeNalley-Pittsburgh Mig . 21 
Eimeco Corp... 03 
Western Machinery - 65 
American Machine & 3. 00 
Foundry. 
Ingersoll Rand Co 10 
Harnischfeger Corp. 11 
“Small Exporter-Importer”’ 30 | Various. 
Lines. 
Total for 2d half of 1946_- 17. 23 
American Locomotive Co 4 2.06 | Central Ry. of 
Brazil. 
Electrical Export Corp. 6.65 | Sorocabana Ry. 
Brazil. 
Baldwin Locomotive Works- 1. 50 | Do. 


3.16 | Royal Dutch Air- 


Lockheed Aircraft Corp -- 
lines, Netherlands. 


“Small Exporter-Importer’’ -23 | Various. 
Corp. 
| Atlas Supply... ..-- 4 -08 | Finland. 
B. F. Goodrich Co 5 . 22 
Firestone International Co . 70 | 
| Fisk Tire Export... . 28 
| General Motors Overseas ..... 1. 00 
General Tire & Rubber 2 .07 
United States Rubber Export .70 
Co. 
| Ford Motor Co......-.- maieii 1.95 
Total for ist half of 1947 18. 60 
| Geo. P. Wagner Associates 1.48 | Republic of Colom- 
bia. 
United States Scientific Export 2.50 | Various countries 
Association. (unutilized). 
‘‘Small Export-Importer” -18 | Various. 
Lines. 
Total for 2d half of 1947. 4.16 
Baldwin Locomotive Works- - 8.33 | National Depart- 


ment of Railways 
of Brazil (advance 
commitment not 
utilized). 
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TaBLe B.—Erzporter credit financing (on application of United States manufacturers) 
(taken from the semiannual reports of the bank to Congress) —Continued 





JULY 1, 
Number of 
Date of commitment credit 
Feb. 4, 1948..........-- OR cn cenceda 
May 12, 1948___.. oa 
Ve dnncitittenndes Wl aétdan endl 
July 21, 1948............ lio tdnosees 
Nov. 17, 1948._......... SS 
WR ic cv ntdtenadeos Wu ccnacnat 
Rpt. ©, TO ssieeenaia i tieduccadil 
Wc cicecencciaee eee 
eS eee Cc ed 
BeO, e WES canes Ob... codined 
PR. nticinnnnemheeaes ..cicesaa 
May 24, 1950_......_- a oe 
June 22, 1950..........- GO... ssasie 
Feb. 15, 1960........... tienda 
ands caekeneit Rectan cits 
478 increase. 
Wiee. G, 2OM 6. wnncnnicek 492-A..... 
PA Be wsk 492-B - 
a ae 187, 459...... 
Di cicie nthe 187, 459...... 


1945, TO JUNE 30, 1953—Oontinued 
pte Oblig d obser. 
author- ‘ors and o - 
Applicant ized, mil- vations 
lions 
Ca 
Lockheed Aircraft Corp.........| $22. 50 | British Overseas Air- 
ways Corp. (ad- 
vance commit- 
ment, not utilized). 
General Motors Overseas... ... .- . 67 | Finland. 
“Small Exporter-Importer”’ .16 | Various. 
Line. 
Total for 1st half of 1948_.. 31. 66 
en CP OR. nceacaccnce 3.65 | Cia. Municipal de 
Transportes Cole- 
tivos of Sao Paulo, 
Brazil. 
Sandy Hill Iron & Brass Works. .14 | Industria Papelera 
Uruguaya. 
“Small Exporter-Importer” .16 | Various. 
Lines. 
Total for 2d half of 1948 ___. 3.95 
Amertool Services, Inc. ........-. 3.00 | Various (underwrit- 
ing an export cred- 
it insurance asso- 
ciation plan in the 
machine-tool in- 
dustry) 
“Small Exporter-Importer” -13 
Lines. 
Total for ist half of 1949_-- 3. 138 
Cia. Int’l. de Trans. 
RY ee ee 3.81 1. ‘1 - 
portes, Brazil. 
International General Electric... 5.16 | C. A. la Electricidad 
de Caracas, Vene- 
zuela. 
“Small Exporter-Importer”’ .12 | Various. 
Lines. 
Total for 2d half of 1949_-.. 9.09 
Allis Chalmers Mfg. Co........- 2.07 | Cimento Aratu, 8. 
A. Brazil. 
American Locomotive Co., Pull- 8.82 | Paulista Ry., Brazil. 
man Standard Car Mfg. Co., 
International General Elec- 
tric Co., Union Switch & Sig- 
nal Co. 
Machine Affiliates Trading 1.50 | Various (underwrit- 
Corp. ing an export cred- 
it insurance asso- 
ciation plan in the 
machine-tool in- 
dustry). 
“Small Exporter-Importer” .09 | Various. 
Lines. 
Total for Ist half of 1950-.- 12. 48 
Allis-Chalmers Mfg. Co......... 1.07 Olpente Aratu, 8.A. 
razil. 
International General Electric__ 2.54 | Republic of Uru- 
guay. 
American Locomotive Co____.-. .32 Do. 
‘Small Exporter-Importer’’ -17 
Lines. 
Total for 1st half of 1951... 4.10 
‘“*Small Exporter-Importer’’ -17 | Various. 
Lines. 
Total for 2d half of 1951... -17 





TAB! 


Nov 


SEB. | 


Owes 


er ee ee | 
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TaBLE B.—Exzporter credit financing (on application of United States manufacturers) 
(taken from the semiannual reports of the bank to Congress)—-Continued 


JULY 1, 1945, TO JUNE 30, 1953—Continued 





Amount 
Date of commitment vo of Applicant | author- | Obligors and obser- 


lized, mil- vations 

lions 

1 as 

187, 459......| ‘‘Small Exporter-Importer’” | $0. 14 Various. 
Lines. | 


Total for 1st half of 1952... .14 
‘Small Exporter-Importer’’ M4 
Lines. 


Total for 2d half of 1952 . - .14 
.59 | 8. A. I, R. F. Mata- 
raszo, Brazil. 
.26 | 8. A. Ind. Votoran- 
tim, Brazil. 
187, 338, 459._| ‘‘Small Exporter-Importer’’ .14 | Various. 

Lines, etc. 


Total for Ist half of 1953... 99 








PERIOD JULY 1, 1953, TO MAY 31, 1954 


551 | Lockheed Aircraft Corp \ 8S. A. Empresa de 
Viacao Aerea Rio 
Grandense 
(VARIG) Brazil. 
Crompton & Knowles Loom .71 | Cia. Fiacao e Tecidos 
Works. Nossa Sra. do Car- 
mo, Brazil. 
Draper Corp .20 | Balikesir Pamuklu 
Dokuma Sanayii, 
T.A.S., Turkey. 
Dee, 17, 1953 | Electric Tamper Export Co * Chilean State Rys. 
Jan. 14, 1954___. Whitin Machine Works 08 ee 8, A., 
exico. 
May 20, 1954 f General Railway Signal Co-_..-_| ‘ age rensul Ry., 
| razil. 
May 25, 1954. .......... | General Dynamics Corp .94 | Servicos Aereos Oru- 
zeiro do Sul, 8. A., 
Brazil. 


Total for period | 6. 40 














Nore.—In this period, on May 6, 1954, there was approved a $3 million limit for Amtea Corp., a group of 
machine-tool exporters. This, like the Amertool and Machine Affiliates commitments, corresponds to the 
underwriting of the mutual export credit insurance plan of a group, rather than exporter credit financing, 
properly so called. 


Mr. Strampavuau, There are two memorandums, Methods and Ex- 
tent to Which Commercial Banks Have Supplied Funds In Connection 
With Credits and Possible Ways and Means to Provide Funds for 
Operation of Bank, by Carl E. Erickson. 


BioGRAPHICAL Sxetcu or CarL E. Erickson 


Born in Chelsea, Mass., December 8, 1888. First business employment was 
with Boston & Maine Railroad, passenger department, Boston, Mass., 1905-10; 
banking career began with Beacon Trust Co., Boston, 1910-17. 

Enlisted in United States Army, May 1917; attended Plattsburg, N. Y., officers 
training camp; appointed Second Lieutenant, Field Artillery, August 1917; First 
Lieutenant 1918 and Captain, 1919. Attended Ecole de Artillerie, Fontainbleu, 
France, and Ecole de Samur, France; served with 42d (Rainbow) Division, 150th 
Field Artillery, Indiana Regiment, in five major combats and in the army of occu- 
pation in Germany. 

Resumed banking at Beacon Trust Co., Boston, May 1919; the National City 
Bank of New York, May 1920—October 1941. Branch manager in Republics of 
Venezuela, Colombia, El Salvador, and Cuba to 1937; manager and supervisor of 
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all bank branches and agencies in the Dominican Republic, 1937-41. October 
1941—-May 1944 served the Dominican Republic organizing and supervising all 
bank operations pertaining to branches and agencies of its first established national 
bank, The Banco de Reservas de la Republica Dominicana in the capacity of 
general manager, member of the board of directors and executive committee. 
Retired May 1944. 

Attended foreign business relation course by Dr. J. Anton de Haas of Harvard 
University, Cambridge, Mass., 1945. August 1945, to date, employed by Export- 
Import Bank of Washington as examiner, the position presently held. Duties 
involve credits with several Latin-American countries, Norway, and Sweden. 

Married Marjorie Urana McGuigan of Dearborn, Mich.; has 3 children, 2 
daughters and 1 son. 

Among other activities are: Finance officer, American Legion Chelsea Post 
No. 34, 1917-20 (still a member); president, American Chamber of Commerce in 
the Dominican Republic, 1939, 1943; director, Dominican Republic Chamber of 
Commerce, 1941-44; chairman, Trainee Selection Committee in Dominican Re- 
public, for the Office of Coordinator of Inter-American Affairs, Washington, 
D. C.; vice president, Comision de Petroleo y Transporte, in the Dominican Re- 
public, 1943-44, and president, District of Columbia Chapter Rainbow Division 
Veterans Association, 1951-52 (member, Bloomington, Ind., chapter). 


Mersops AND Extent To Watch ComMERcIAL Banks Have Suppuiep Funps 
IN CoNNECTION With Crepits Mapre spy Export-Import BANK 


(By Carl E. Erickson, Examiner) 


The methods in which commercial banks have supplied funds in connection with 
Export-Import Bank credits have been by participation with and without guar- 
anty, and by letter-of-credit transactions under reimbursement agreements. 


Participation in Export-Import Bank credits by commercial banks with guaranty 


Participation has been obtained by solicitation. This method involves an 
arrangement which provides disbursements to be made directly by the commercial 
banks with Export-Import Bank agreement to take out the disbursing bank upon 
call. These loans are shown on Export-Import Bank’s financial statements as 
contingent assets and liabilities. : 

As of June 30, 1953, the cumulative total of these transactions since the in- 
ception of Export-Import Bank in 1934 (exclusive of $83,892,063 reimbursed to 
commercial banks before maturity of notes under the agency agreement) was 
$310,128,598, or approximately 7.5 percent of the cumulative total disbursements 
of $4,135,420,973. 

The foregoing reimbursements of $83,892,063 are approximately 2 percent of 
the cumulative total and they were mostly made at the request of the commercial 
banks for the reason that they could employ their funds to better advantage. 
There were a few cases where Export-Import Bank requested the reimbursements 
in order to make adjustments in the terms of the credit with the borrower. 

As of June 30, 1953, loans outstanding under this type of financing were 
$32, 990, 998, or approximately 1.3 percent of the outstanding loans of $2,547,- 
011,748. 

The greatest amount outstanding under this type of financing was in June 1947 
when the commercial banks held $192,835,479, of 11 percent of the total loans 
then outstanding of $1,750,910,488. The greatest percentage was in May 1940 
when $44,358,430, or 48 percent of the total loans then outstanding of $90,782,307, 
were held by commercial banks. 


Participation in Export-Import Bank credits by commercial banks without guaranty 

This method of financing has also been obtained by solicitation. The obliga- 
tions of the borrower were accepted by the commercial banks for its own account 
without Export-Import Bank guaranty. As the transaction is one between the 
commercial bank and the obligor, the amounts involved are not a liability to 
Export-Import Bank. 

The cumulative total, as of June 30, 1953, of this type since the inception of 
Export-Import Bank on February 12, 1934, was $190,583,574, or 3 percent of the 
total cumulative credit authorizations of $6,307,186,251 and 3.7 percent of the 
$5,118,350,471 which remained after deducting cumulative expirations and can- 
cellations in the amount of $1,189,835,780. 

As of June 30, 1953, the total outstanding amount held by commercial banks 
was calculated at $40,500,000. 
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Comments 

It is to be noted that had the above-mentioned 2 types of financing not been 
used, Export-Import Bank would have had to apply for an additional $500,712,172 
(the total of $190,583,574 and $310,128,598) from the United States Treasury 
over the period of 1934 to June 1953. 

It is to be noted also that this type of financing has been steadily decreasing. 
It was formerly the policy of the Treasury Department to have the bank’s 
financing done through Treasury Department borrowings rather than by the 
bank soliciting commercial banks to advance funds on a with-recourse basis. 


Letter-of-credit transactions with commercial banks 

This method involves authorized loans disbursed in whole or in part by com- 
mercial banks under letters of credit issued by them and guaranteed by Export- 
Import Bank. These transactions are contingent liabilities and are made under 
reimbursement agreements with commercial banks and banking houses. The 
letters of credit are issued in dollars in favor of United States suppliers for the 
purchase of United States products and services approved by Export-Import 
Bank. 

From 1934 to June 30, 1953, Export-Import Bank guaranteed letters of credit 
issued by commercial banks amounting to approximately $454,100,000. 

The unused balance of guaranteed letters of credit outstanding as of June 30, 
1953, was $32,906,002. 


Comments 

Reimbursements are usually made on a time basis of from 15 to 60 days. This 
is short-term financing by commercial banks. The longer the period during which 
commercial banks hold advances made under letters of credit, the shorter the 
period of Export-Import Bank borrowing time from the United States Treasury. 
As an example, had the banks held the funds for 3 months, in the case of a cotton 
credit of $40 million, Export-Import Bank borrowing from the Treasury would 
have been for only 9 months since the obligor actuallv paid its 15-month drafts 
in 12 months. 

EXPORTER CREDITS 


This type of credit includes participation of United States suppliers and Export- 
Import Bank purchase of United States suppliers’ customer paper with reserve 
against possible losses. 

Participation of United States suppliers in Export-Import Bank credits 

In negotiating these transactions, Export-Import Bank usually takes the posi- 
tion that it will finance without recourse against the supplier approximately 75 
percent of the purchase price of United States products, the United States supplier 
financing the remaining 25 percent with or without the assistance of his commercial 
bank. 

A typical case of supplier’s participation is the following: The indebtedness of 
the purchaser resulting from the purchase of United States products was evidenced 
by two series of promissory notes of the purchaser unconditionally guaranteed by 
the guarantor. he notes mature proportionately and concurrently, of which one 
series was an aggregate principal amount equal to 20 percent of the indebtedness 
and the other which was eligible for purchase by Export-Import Bank was in the 
aggregate amount equal to 80 percent of the indebtedness. The notes taken by 
Export-Import Bank were made payable to the order of the supplier and endorsed 
without recourse to Export-Import Bank. The notes bearing 4 percent interest 
were repayable in six approximately equal semiannual installments. 

The bank is giving consideration to a memorandum prepared by Mr. Hasenoehrl, 
examiner, discussing criteria which it is believed will help to determine the amount 
of supplier’s participation that should be requested. 


Comment 

This type of financing assists United States suppliers to meet foreign competition 
and to maintain their foreign markets. 
Export-Import Bank purchase of United States suppliers’ customer paper with reserve 

for losses 

As of June 30, 1953, two credits of this type had been authorized for a total of 
$4,905,875. Commercial banks had disbursed $1,085,825, of which $405,875 had 
been repaid with a balance outstanding of $679,950. 

This plan involves the establishment by Export-Import Bank of a revolving 
credit to be made available through a United States commercial bank which ad- 
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vances funds to purchase customer paper of 3 to 36 months presented by the bene- 
ficiary (the suppliers). 

The customer paper is purchased by the commercial bank for account of Export- 
Import Bank without recourse against the supplier for not more than 90 percent 
of the purchase price of the goods sold. A deposit of 25 percent of the face amount 
of the customer paper is required from the supplier to be held by the commercial 
bank as a reserve against possible losses. If the required minimum balance of 
33% percent of outstanding advances is maintained in the reserve fund, the 25 
percent deposit is returned to the seller when the customer paper is paid. 


Comment 


While the agency agreement with the commercial bank provides that Export- 
Import Bank, on demand, will reimburse it for advances made, in practice the 
commercial bank has been repaid from collections together with an agreed portion 
of interest. Thus the credits have operated to date without the use of Treasury 
funds. 

STATEMENT ON OPERATIONS 


It is to be noted that the foregoing summary clearly demonstrates that the 
bank’s operations have been favorable and that transactions with commercial 
banks on a guaranty basis may ‘well be expanded without undue risk. 

Net earnings 

Under earned surplus (reserved for possible future losses) the bank’s statement 

of operations as of June 30, 1953, shows $295,600,701—approximately 11.6 per- 


cent of the total outstanding loans of $2,547,011,748. The following cumulative 
figures show how this reserve was earned. 


I Ret ieee ia il Ll ae ead $476, 548, 522 
Operating expenses: 
LS. OD CEOROUET oon vn bowed hen Soececcd $88, 697, 177 
ond ok dele bi niet ineewie calidad aaeelie 8, 369, 340 
—_———-—— 97, 066, 517 
in cna nissan eel eens SE oso ee he ee 379, 482, 006 
TD ae NOOR diel een os LS ek Ba hei ieee was ee ag 476, 127 
TIS 2 MRD ee! ST ea ae ee 379, 005, 879 
Dividends paid: 
Reconstruction Finance Corporation _____-_-_-_- $20, 905, 178 
BION. cebied ive Se ae. HSE 62, 500, 000 
-—_——_— = 83, 405, 178 
eee SiMnee a SL CIOL os ce Be 295, 600, 701 


Payments in arrears and loans in default 


As of June 30, 1953, installments of $2,996,275.55 principal and $3,791,435.80 
interest (totaling $6,787,711.35) were past due on loans which have not been de- 
clared in default and written off against reserves because it is believed that the 
arrearages will eventually be paid. Six loans remained in default in the total 
amount of $219,076.59 as of June 30, 1953, and were fully reserved on the bank’s 
books. Collections on loans in this category during the 6 months under review 
amounted to $1,291.96. Losses previously written off since the establishment 
of the bank in 1934 total $279,562,76. 

It is to be noted that installments in arrears, $2,996,275.55, loans in default, 
$219,076.59, and losses written off, $279,562.76, total $3,494,914.90. This is 
about thirteen one hundredths of 1 percent of the total outstanding loans of 
$2,547,011,748 as of June 30, 1953, and nine one hundredths of 1 percent of the 
total cumulative disbursements of $4,135,420,973. The small percentages shown 
above indicate that had commercial banks financed all of Export-Import Bank 
credits, the takeouts, for reasons of payments in arrears and loans in default, 
would have been infinitesimal. 
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PossinLE Ways ANnpd Merans To Proving Funps For Export-Import 
BanK OPERATIONS 


(By Carl E, Erickson, Examiner) 


Two possible ways to provide funds for the bank’s operations involve short- 
term maturities held by Export-Import Bank, and the issuance of Export-Import 
Bank of Washington bonds. 


Short-term maturities 


Participation in maturities over a period of 3 years or more in any outstanding 
long-term credits now held by Export-Import Bank may be taken up by com- 
mercial banks, regardless of the long-term maturity of the credit as a whole. As 
these short-term maturities expire, the operation could be repeated and commer- 
cial banks could renew their participation for a succeeding period of 3 or more 
years. 

" A statement of prinicpal and interest due by calendar years on loans outstand- 
ing, as of June 30, 1953, in thousands of dollars, exclusive of delinquent loans 
totaling $2,996. 276.55 and loans fully reserved, $219,076.59, is shown below’ 


[In thousands of dollars] 





I 
Principal | Interest Total Principal Interest Total 


| 
|__——_——- i 
| $92, 130 $16,929 | $109,059 


$83, 285 $36,500 | $119, 785 | 
291, 654 73,838 | 365, 492 | 
199, 207 65,472 | 264, 679 
186, 496 59,001 | 245, 497 


Btn 
| 85, 627 14, 243 99, 870 
82, 441 11,771 94, 212 
| 80, 366 9, 391 89, 757 
154, 195 53,179 | 207,374 | 81, 469 7,012 88, 481 
148, 997 48,561 | 197,558 || Fete a ae 4,671 | 80, 346 
144, 769 43,781 | 188, 550 at 29; 183 2) 852 32, 035 
135,745 40,248 | 175,993 Se mti 28, 152 2) 077 30, 229 
126, 274 34,957 | 161,231 23, 413 1, 392 24, 805 
118, 279 31,006 | 149, 345 23, 411 823 24, 234 
119,031 27,358 | 146, 389 || 16, 362 271 | 16,633 
114, 523 23,516 | 138,039 || ember niente nl ntenenpemee 
103,112 | 20,000 | 123, 112 











Total... 2, 543, 796 628, 909 | 3, 172,705 


It is to be noted that, if Export-Import Bank could sell a portion of the obli- 
gations pertaining to the maturities included in the amounts shown above, the 
demand on the United States Treasury would be substantially reduced, even if 
the interest earned by Export-Import Bank should be lessened, Howev er, some 
of this income would be compensated for by increased income tax paid to the 
United States Treasury by the commercial banks. 

The foregoing leads to the possibility that a consortium of commercial banks, 
insurance companies, of others interested in employing their investment funds 
might be set up expressly to take up Export-Import Bank paper. For example, 
one United States manufacturer who participated in an Export-Import Bank 
credit sold a substantial portion of their notes to another company seeking 
medium-term investments. This sort of transaction indicates that such negoti- 
able notes are attractive to investors. 

The Export-Import Bank Act of 1945, section 2 (a), authorizes the bank to borrow 
money as well as (sec. 6) to issue its obligations for purchase by the Treasury. 
Neither appears to be in conflict with the other, nor is there any language in the 
act which restricts the power to borrow to any specific source of funds. However, 
due consideration should be given to the requirements of the Government Cor- 
poration Control Act. Although the latter does not prohibit or preclude the 
issuance of obligations of a Government corporation to the public, such offerings 
must first be approved by the Treasury. Under the assumption that the Secre- 
tary of the Treasury would not withhold his approval of obligations of the bank 
to be issued in support of the operations described above, with a view to eliminating 
Treasury borrowings by the bank, no additional legislative authority appears 
necessary. 

Inasmuch as large aggregate amounts may be expected in participation opera- 
tions involving numerous banks in different parts of the United States whose 
paid-in capital and surplus may be of a modest figure, attention is invited to the 
total permissible obligations of any person or corporation to a national banking 
association, i. e., amount permitted to any one borrower by a natioral banking 
association. This is fixed by Congress at 10 percent of paid-in capital and unim- 
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paired surplus. However, such loans are not subject to any limitation based 
upon capital and surplus of the lending bank to the extent that they are secured 
or guaranteed by any Federal Reserve bank or by any agency of the United 
States. Such commitments, nevertheless, whatever their form, must be uncon- 
ditional and must be performable by payment in cash within 60 days after demand 
(act of June 11, 1942, ch, 404, sec. 8, 56 Stat. 356). 

In view of this requirement, performance of the guaranty or other arrangement 
of security for the private bank to take effect only upon default would not be 
unconditional since such performance would be dependent upon a contingency 
not within the control of the lending private bank (i. e., default). We may have 
to consider, therefore, a demand take-out clause effective at any time during the 
life of the commitment to the private bank, or such other language as would 
permit the private bank to call upon Export-Import Bank for cash within 60 
days after notice, without regard to any default. It would appear from the 
meaning of the limitation on the lending capacity of national banking associations 
with respect to any one borrower (described above) that Export-Import Bank’s 
guaranty to a private bank would have to be an open-and-shut commitment 
performable in cash on demand at any time. 


Export-Import Bank of Washington bonds 


A bond issue bearing the name of Export-Import Bank of Washington may 
be made an appealing investment. This method of acquiring funds for Export- 
Import Bank operations may merit consideration as it is akin to the method 
suggested on the preceding page regarding short-term maturities. The legality 
of borrowing in the form of a bond issue would appear to apply to both methods. 

If it is within the authorization of the Export-Import Bank Act of 1945 for 
Export-Import Bank to float a bond issue, the bonds issued thereunder in effect 
would be obligations of a United States Government agency with the indirect 
guaranty of the United States Government. Such bonds would likely find, on 
the basis of an appropriate interest rate, an adequate market. The record of 
Export-Import Bank’s earnings and its reputation in managing Government funds 
should make a favorable selling point for a prospectus. 

At the present time Export-Import Bank pays interest on its borrowings in 
accordance with the act of 1945, sec. 6, as amended, at a rate determined by the 
Secretary of the Treasury, taking into consideration the current average rate on 
outstanding marketable obligations of the United States as of the last day of the 
month preceding the issuance of the obligations of the bank. The average rate 
paid for the fiscal year 1953 was about 2 percent. 

Assuming that Export-Import Bank had issued bonds bearing interest at 3 
percent in the amount of $1,088, 100,000 representing the total of notes outstanding 
with the Treasury as of June 30, 1952, on which an average of approximately 
2 percent was paid, the bank’s gross earnings and the distribution thereof would 
appear as follows: 


Cn as ne | $75,805,000 | $75,805,000 |........  Bied 











Applied to: | 
OT RS RR ALDER SEE 1, 060, 000 1, 060, 000 0 
Daterest wae Ty, 8. Teesiery 65.2.5. eke s ssi 22, 975, 000 | 0 | —$22, 975, 000 
ee Be, a ee ee 22, 500,000 | 12, 882, 000 —9, 668, 000 
la A ANA GRRE: 29, 270,000 | 29, 270, 000 
Interest on bonds of $1,088,100,000, at 3 percent...........- 0 | 321643,000 | +32, 643, 000 
PIE. sd titcieen ntstdcinnicdidubsdhe spibiqudinaex hedge 75, 805, 000 | 75, 806,000 |.............. 








It is to be noted that under the ‘‘bonds’”’ column the amounts applied to the 
Treasury are considerably less than those shown in the “actual” column, This 
is because with lower earnings it would be necessary to apply a smaller amount 
to the Treasury if the “earnings reserved” were to be kept intact. The effect 
of less earnings, however, may well be balanced by the value it might have on 
the national debt problem. Any change in the current rate of interest paid to 
the Treasury can be passed on to new borrowers. 


Conclusions 


The foregoing discussion indicates that, in contrast to the numerous commercial 
bank transactions carried to a successful conclusion in the past, Export-Import 
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Bank at the present time is obtaining relatively little assistance from them. 
If there had been maintained the 11 percent participation of commercial banks 
in total Export-Import Bank loans which prevailed in June 1947, aggregate 
borrowings by this bank from the Treasury, as of June 30, 1953, would have been 
about $257 million less, 

Results of commercial bank participation in the Export-Import Bank loans 
on a guaranty basis have been demonstrably favorable over a period of almost 
20 years. This record constitutes evidence that United States commercial 
banks can successfully and profitably participate in loans of the Export-Import 
Bank to a substantial extent. 

The Export-Import Bank Act of 1945, as amended (sec. 2 (a), (6)), appears 
to give the Export-Import Bank ample powers for the flotation of bond issues, 
subject, of course, to prevailing statutes and policies. Both of these possibilities— 
participation in Export-Import Bank loans by United States commercial 
banks and bond issues by the Export-Import Bank to the public—should be 
explored with a view to reducing demands on Treasury fund. 

In order to soften future demands on the United States Treasury by the Export- 
Import Bank and to divert ee funds to the Export-Import Bank as a source 
of funds for loan purposes, United States commercial banks and investors should 
receive sufficient earnings on their participations and investments, respectively, 
to make such operations attractive. Although the Export-Import Bank might 
have to content itself with smaller net earnings in seeking participation of private 
capital derived from commercial banks and investors, the diminution of net 
earnings available for dividends by the bank in such circumstances might be 
offset by the budgetary advantages accruing to the Treasury in computing the 
national debt, bearing in mind that some of the diminished Export-Import Bank 
earnings would be compensated for by increased income taxes paid to the United 
States Treasury by United States commercial banks and investors. 


Mr. SrampavuaH. Another memorandum, General Policy Statement 
of the Export-Import Bank, by Horace L. Darton. 


BroGRAPHICAL SKETCH OF Horace L. DarTON 


Born in Washington, D. C., March 31, 1894, son of Dr. N. H. Darton of the 
United States Geological Survey and Lucy Lee Harris. Education was in San 
Juan, P. R., New York City and San Francisco. Upon graduation from Lowell 
in San Francisco, Mr. Darton entered banking circles in 1911 as assistant to the 
examiner of the San Francisco clearing house banks, and continued this work 
until 1914. He is a graduate of the American Institute of Banking. 

From 1914 to 1947 he was 1 of the original 17 members of the staff who 
opened the Federal Reserve Bank of San Francisco. 

In 1917 he went with the American Foreign Banking Corp. in New York City 
and later on to Port-au-Prince, Haiti, to assist in opening the Port-au-Prince 
branch of that bank, later becoming its manager. He continued in that capacity 
until 1921. 

In 1921 Mr. Darton joinec the staff of the Federal International Banking Co. 
in New Orleans, opened the Houston, Tex., office of that bank and was made its 
manager. He carried on this work until 1925. 

In 1925 he was invited to go with the First National Bank of Houston as 
assistant vice president and manager of the foreign department of that bank. 
This department he organized and operated for 16 years, handling foreign exchange 
transactions arising from exports of Texas cotton, making loans to Texas cotton 
merchants, opening letters of credit at the request of Huropean banks in favor of 
Texas cotton merchants, establishing banking correspondents around the world 
to honor the bank’s travelers’ letters of credit and purchasing and selling foreign 
currencies. In 1928 he made a trip to Europe for the bank. He remained with 
the First National Bank of Houston until 1941. 

In January of 1941 Mr. Darton joined the staff of the Export-Import Bank of 
Washington, administering the bank’s lines of credit to Haiti, Cuba, Panama, 
Costa Rica, Nicaragua, Honduras, El Salvador, Yugoslavia and Northern 
Rhocesia, and making numerous trips to the Caribbean countries. 

Former activities were as chairman of the Houston Port Bureau, president of 
the Houston Foreign Trace Club, vice president of the Alliance Francaise f 
Houston, vice president of the Houston Symphony Orchestra, treasurer of the 
Harris County Chapter of the American Red Cross, member of the Aviation 
Committee of the Houston Chamber of Commerce, and member of the Houston 
committee on foreign affairs. He went to Europe again in 1949. 

Mr. Darton speaks Spanish, French and German. 
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GENERAL Poticy STATEMENT OF THE Export-Import BANK 
(By Horace L. Darton, Examiner) 
1. AUTHORITY 


The Export-Import Bank was established in 1934 as a banking corporation 
organized under the laws of the District of Columbia. The bank was continued 
as an agency of the United States of America by acts of Congress in 1935, 1937, 
1939 and 1940. It was made an independent agency of abel ey by the 
Export-Import Bank Act of 1945, which is the law under which the bank has 
since operated. This act was amended in 1947 to reincorporate the bank under 
Federal charter and to extend its life to June 30, 1953. Incorporated as section 8 
of the text of the Export-Import Bank Act of 1945, as amended, is the provision 
for the extension of the life of the bank to June 30, 1958. In August 1953 Re- 
organization Plan No. 5 became effective, thereby placing the management of 
the bank under a Managing Director. The texts of the Export-Import Bank 
Act of 1945, as amended on December 28, 1945, June 9, 1947, October 3, 1951, and 
May 21, 1953, and the Reorganization Plan No. 5 of 1953 are appended to this 
statement. . 

2. PURPOSES 


The purposes of the Export-Import Bank, as laid down by Congress, are ‘to 
aid in financing and to facilitate exports and imports and the exchange of com- 
modities between the United States of America or any of its Territories or insular 
possessions and any foreign country or the agencies or nationals thereof,” and to 
issue war risks and expropriation insurance for the benefit of citizens of the 
United States, including corporations, partnerships, and associations organized 
and existing under the laws of the United States or any State, District, Territory, 
or possession thereof on tangible personal property of United States origin which 
is exported from the United States of America and located in a friendly foreign 
country. All of the operations of the bank are and must be related to these 
fundamental purposes. 

3. POWERS 


The Export-Import Bank is vested with broad banking powers. (See sec. 
2 (a) of the Export-Import Bank Act of 1945, as amended.) It is limited in the 
exercise of these powers, however, by its fundamental purpose of assisting in the 
financing and facilitating of United States of America foreign trade and by the 
statutory ceiling on the amount of its loans. (See sec. 10 for statement of trans- 
actions expressly forbidden to the bank or excluded by reason of its general 
policies.) 

4, SOURCES OF FUNDS 


In addition to its capital stock of $1 billion subscribed by the United States of 
America, the Export-Jmport Bank is authorized to borrow from the Secretary 
of the Treasury and to guarantee the obligations of borrowers to other entities, 
but the aggregate amount borrowed and guaranteed which is outstanding at any 
one time may not exceed 3% times the authorized capital stock of the bank. 


5. LIMITATION ON LOANS AND GUARANTIES 


The Export-Import Bank is not permitted to have outstanding at any one 
time loans and guaranties in an aggregate amount in excess of 4% times its 
authorized capital stock, that is, not in excess of $4.5 billion. This lending 
authority is on a revolving basis; funds received in repayment of loans may be 
used by the bank for new operations. 


6. ORGANIZATION 


Reorganization Plan No. 5 of 1953, which in effect amends the Export-Import 
Bank Act of 1945, as amended, places the management of the Export-Import 
Bank of Washington in a Managing Director who shall be appointed by the 
President of the United States of Tissot by and with the advice and consent of 
the Senate. A Deputy Director shall be appointed by the President by and 
with the advice and consent of the Senate, and an Assistant Director shall be 
appointed by the Managing Director under the classified civil service. 
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7. GENERAL POLICIES 


The National Advisory Council on International Monetary and Financial 
Problems shall from time to time establish general lending and other financial 
policies which shall govern the Managing Director in the conduct of the lending 
and other financial operations of the bank. 


8. BASIC PRINCIPLES 


The Export-Import Bank is guided in its lending operations by the following 
basic principles: 

(a) In accordance with the statute governing its activities, the bank makes 
only loans and guaranties which serve to promote the export and import trade of 
the United States of America. The bank promotes foreign trade directly by 
financing specific export and import transactions including exports of such com- 
modities as cotton and tobacco. The. bank promotes foreign trade indirectly by 
financing exports in connection with productive developments abroad and thus 
assists in building up the economies, increasing employment and in raising the 
income levels of borrowing countries, which thereby become better markets for 
American products and better suppliers of imports required by the United States 
of America. If the public funds available for such purpose through the Export- 
Import Bank are used to finance the export of that type of equipment which will 
increase basic productive facilities, the foreign country eventually will be able to 
buy not only capital equipment but also many other items that go to make up a 
higher standard of living. The management of the Export-Import Bank is con- 
vinced that its financing must be such as to improve trade between the United 
States of America and foreign countries rather than merely to make next year’s 
sale a year earlier. 

(b) In accordance with its established practice and with the policy of Congress 
expressed in the Export-Import Bank Act of 1945, the bank generally makes loans 
only for specific purposes. A corollary of this principle is that disbursements under a 
commitment by the bank are made only upon receipt of evidence satisfactory to 
the bank that the purposes of the loan have been or are being carried out by the 
borrower. Conversely, the bank does not make lump-sum advances but extends 
credits only for purposes which it has previously approved. 

(c) Asa matter of prudent management and in conformity with the act of 1945, 
the bank makes only loans which offer reasonable assurance of repayment. 

In passing upon loan applications the bank endeavors generally to select those 
most likely to improve the economies and international financial position of the 
borrowing countries. Loan applications are carefully analyzed by the bank’s 
staff from the economic, financial, engineering, and legal points of view. 

(d) As a general rule, the bank extends credit only to finance purchases of ma- 
terials and equipment produced or manufactured in the United States of America 
and of technical services of American firms and individuals, as distinguished from 
outlays for goods, labor, and services in the borrowing country or purchases in 
third countries. In this way the bank assists the United States of America ex- 
porter in maintaining markets and developing new markets. 

(e) In accordance with the policy laid down by Congress, the bank does not 
compete with private capital but rather supplements and encourages it. The 
activities of the bank are confined, therefore, to dealing with risks of the type 
described in this statement which are either beyond the scope of private capital 
or which private capital is not prepared to assume without Government assistance. 


9. WHAT THE BANK FINANCES 


The Export-Import Bank is prepared to assist, under proper conditions, in 
financing exports from the United States of America and imports into the United 
States of America. For the most part imports can be financed through the usual 
commercial channels without assistance from the Export-Import Bank. The 
bank is also prepared to aid in the purchase of United States of America engineering 
and other technical services in connection with projects in the borrowing country. 
As a matter of policy and practice, however, the bank’s credits are extended 
primarily for the purpose of facilitating exports of goods the sale of which involves 
terms of credit not readily available from private sources and which will serve to 
increase the productive capacities of foreign countries or otherwise to promote 
continuing and mutually profitable trade. 

The bank’s financing of exports is of two general types. The first type consists 
of credits initiated by individual United States of America exporters to facilitate 
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the sale abroad of specific materials or equipment. The second type consists of 
credits established at the instance of foreign entities including governments and 
government agencies for the purpose of facilitating the purchase in the United 
States of America of specific materials, equipment, and services. In the case of 
credits other than to governments, the guaranty of a financial institution is ordi- 
narily required with reference to the credit of the borrower. Where appropriate, 
a government guaranty is required with respect to the availability of dollar 
exchange. A similar guaranty is usually required as a condition of credits ex- 
tended on application of individual United States of America exporters without 
recourse on them. It is regularly required that the United States of America 
applicant participate in the credit at his own risk to an extent satisfactory to the 
bank. (See also sec. 13.) 


10. WHAT THE BANK DOES NOT DO 


There are a number of things which the Export-Import Bank is expressly pro- 
hibited from doing under existing law or which are excluded by its general policies. 
Thus— 

(a) The bank does not compete with private capital and does not, therefore, 
extend credits when private credit is available. Accordingly, the bank does not 
engage in the financing of foreign trade on customary commercial terms or offer 
discount facilities on the same basis as commercial banks or commercial finance 
companies dealing in foreign drafts. 

(ob) The bank is prohibited by law from purchasing stock in any corporation 
In other words, the bank is not permitted to engage in equity financing and it 
requires evidence that there is adequate equity interest in any project to be 
financed by Export-Import Bank credits. 

(c) The bank does not make lump-sum advances but extends credits only for 
purposes which it has previously approved, 

(d) The bank is not authorized to finance trade between the United States of 
America and its Territories or insular possessions. This means that the bank 
may not assist in financing trade between the continental United States of America 
and Puerto Rico, the Virgin Islands, Alaska, Hawaii, or other possessions in the 
Pacific or between any two of these Territories or possessions. However, the 
bank may finance export or import transactions between United States of America 
Territories or possessions and foreign countries. 

(e) The bank does not ordinarily finance expenditures other than for United 
States of America goods and services. 

(f) The bank does not assume any obligation or responsibility for the issuance 
by any agency of the Government of the United States of America, or any foreign 
government, of any priority, allocation, permit, or license which may be required 
by law or regulation for the procurement, export, or import of any commodity 
which it may finance. 

(g) The bank does not undertake to select suppliers of materials and equipment 
or engineering or other technical firms or individuals whose services may be sought 
by foreign borrowers in connection with projects financed by the bank, although 
it does require competent engineering and other technical direction of such projects 
and will finance contracts providing for payments for United States of America 
technical services. : 

ll. WHO MAY APPLY FOR CREDIT 


The facilities of the Export-Import Bank are available to United States of 
America exporters either of goods or of engineering and other technical services, 
to United States of America importers, to United States of America investors 
abroad for purchase of United States of America equipment, materials and services, 
and to foreign entities for the same purposes. 


12. HOW TO APPLY 

All prospective applicants 

Since it is impossible for the Export-Import Bank to keep the public currently 
advised as to policies that will be applicable under a given set of circumstances and 
in a given country, it has been found advisable for a prospective applicant to 
resent a letter to the bank outlining in broad terms the gig transaction. 

he information should follow in a general way that called for, as outlined below, 
under the appropriate category of applicant. On the basis of the information 
contained in such a letter to the bank, the bank will be able to inform the applicant 
whether or not from a general policy standpoint it would be worthwhile for the 
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applicant to incur the expense and take the time to present a fully documented 
application. yt 7 
Applicants may be divided into three general classes, as follows: 


Domestic exporter or importer 

United States of America exporters, whether of goods or of engineering and 
technical services, or United States of America importers may apply to the bank 
for credit by =a directly to the Export-Import Bank of Washington, Wash- 
ington 25, D. C. he applicant should consult his own bank in any case, since 
in most instances it will be familiar with the facilities of the Export-Import Bank 
and will be able to judge whether or not the assistance of the bank is appropriate. 

Information of the character indicated below should be supplied with applica- 
tions for financing for domestic exporters. Similar information is required with 
applications by or for domestic importers. In general, the Export-Import 
Bank requires in both cases the same type of information as a commercial bank 
would require in similar circumstances. Applications may be made by letter; 
the bank does not require the use of special forms. 

(a) Since the bank is not permitted to compete with private capital, it is neces- 
sary to show what efforts have been made to secure financing, both by the borrower 
oad by the seller, through normal commercial channels. 

(b) Description of project, or equipment, materials or services to be financed 
should be given. Where development projects are involved, the description 
should include engineering and economic surveys and pro forma balance sheets 
and profit-and-loss statements for the next 3 years should be presented; also, in 
the case of an existing operation, balance sheets and profit-and-loss statements 
for the 3 preceding years. 

(c) Name of foreign country to which the exports to be financed are destined 
and the name of the foreign purchaser. 

(d) Statement as to how the use of goods to be financed may be expected to 
affect the foreign exchange position of the borrowing country, showing the net 
amount of new dollar exchange earnings, or savings anticipated annually. 

(e) Total contract price, amount of cash downpayment, amount of credit to be 
extended to the purchaser, amount of credit requested of the Export-Import 
Bank, amount of participation in the credit by the seller, proposed amortization 
schedule, and other credit terms (see also sec. 13). 

(f) Credit information and references regarding the purchaser, including 
balance sheets and income statements. 

(g) Statement as to whether the guaranty of a foreign bank or government or 
other competent guarantor for payment of the proposed loan will be offered. 

(kh) Assurance that dollars will be made available by the monetary authorities 
of the country to meet payments of interest and principal to the Export-Import 
Bank as they fall due, where such assurance is necessary because of exchange 
controls and in the absence of the unconditional guaranty of the government of 
the country concerned. 

(i) Brief history and experience of the exporter. 

(j) Amount of equity capital in the project. 


Foreign applicants other than governments 

_ applicants may apply directly to the bank. The information required is 
as follows: 

(a) Justification for seeking the assistance of the Export-Import Bank, 
including satisfactory evidence that private capital is not available. 

(b) Purposes for which the credit is to be used, including lists of materials 
equipment, and services to be purchased in the United States of America and 
their suppliers (if known) and, if development projects are involved, engineering 
and market surveys. 

(c) The amount of credit desired, the proposed terms of repayment and the 
— of participation that will be taken by the United States of America 
suppliers. 

(a) The amount of local exchange necessary to carry out the program, and its 
source. 

(e) Statement as to availability of a guaranty of payment of the proposed loan 
by a foreign bank or other entity. 

(f) Statement of the expected effect of the project to be financed on the 
country’s economy and foreign exchange position showing the net dollar exchange 
earnings or savings anticipated annually. 

(g) Assurance that dollars will be made available by the monetary authorities 
of the country to meet payments of interest and principal to the Export-Import 
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Bank as they fall due, where such assurance is necessary because of exchange 
controls, and in the absence of the unconditional guaranty of the government of 
the country coneerned. 

(h) Brief statement of the history and experience of the applicant, commercia] 
bank, and trade references, and comparative balance sheets and profit-and-loss 
figures for the past 3 years (where applicable). If the application involves a new 
enterprise or substantial expansion of an existing enterprise, pro forma balance 
sheet and income statement for 3 years. 


Foreign governments or their agencies 


Such governments or agencies may apply directly to the Export-Import Bank 
for credits or may initiate discussions through their representatives in the United 
States of America or through United States of America diplomatic missions in 
their respective countries. In the consideration of such applications, the following 
information is required: 

(a) Justification for seeking the assistance of the Export-Import Bank, including 
satisfactory evidence that private credit is not available. 

(b) Purposes for which the credit is to be used, including lists of materials, 
equipment, and services to be purchased in the United States of America and their 
suppliers (if known) and, when development projects are involved, engineering, 
economic and market surveys. 

(c) Amount of credit desired, amount of equity capital in the project and 
proposed terms of repayment. 

(d) Statement of external assets of the country in the form of gold and foreign 
exchange, showing official holdings separately from private holdings and holdings 
of dollars separately from holdings of other currencies. 

(e) Current and prospective rate of gold production, where applicable. 

(f) Statement of the international investment position of the country at long- 
term and short-term, including major commitments pending or souteniplated, 
and an estimate of the amounts of interest and amortization due annually over the 
life of the loan on external fixed-service obligations, together with a statement of 
priorities, if any, in loan service. 

(g) Summary of the record of the country with respect to the payment of 
external debt and statement of the default status of outstanding external obliga- 
tions, if any. 

(hk) Statement of the current and prospective balances of payments of the 
country and an analysis of its capacity to repay the projected loan. 

(i) Statement of the expected effect of the project to be financed on the country’s 
foreign exchange position. 

(j) If the application is on behalf of an entity other than the government itself, 
evidence that the guaranty of the government will be extended or, if necessary 
because of exchange controls, assurance that dollars will be made available by 
the monetary authorities of the country to meet payments of interest and principal 
to the Export-Import Bank as they fall due. 


13. ADVANCE COMMITMENTS 


United States of America exporters who expect to bid on specific foreign business 
may consult the Export-Import Bank in advance of the submission of bids with a 
view of obtaining an expression of the attitude of the bank. When more than one 
United States of America exporter is interested in obtaining a given order, the bank 
will indicate identical or similar terms to all qualified bidders in order that the 
successful bidder, if a United States of America exporter, will be determined solely 
on the basis of price, quality, and proposed delivery schedule, rather than upon 
any advantage in credit terms created by the bank. 

It is suggested that exporters should consult with the bank prior to making credit 
arrangements with foreign buyers in order to obtain an adequate understanding 
of the conditions under which the Bank would consider the granting of credit. 


14. NONRECOURSE FINANCING 


The Export-Import Bank usually requires that exporters carry at their risk a 
portion of any credit extended on their own application. The percentage of the 
eredit risk which the bank will assume without recourse depends upon the circum- 
stances in each case and is applied to the portion of the transaction to be financed 
after allowance for cash downpayments and for notes maturing befere delivery 
of the goods. 
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15, LETTER OF CREDIT GUARANTIES 


At the request of foreign borrowers, the Export-Import Bank is prepared to 
guarantee reimbursement to a commercial bank in the United States of America 
for payments made under approved letters of credit arranged by the borrower to 
finance exports under lines of credit established by the Export-Import Bank. 


16. MATURITIES AND INTEREST RATES 


The maturities of credits granted by the Export-Import Bank are arranged in 
accordance with the circumstances in each case. Generally speaking, the financing 
of trade in consumers goods, if undertaken at all, or of raw materials is limited to 
relatively short-term credits. On the other hand, the financing of machinery and 
equipment may be on somewhat extended terms. Where extended terms are 
involved, principal amounts are ordinarily made payable in equal semiannual or 
quarterly installments. : ; 

In determining rates of interest to be charged on loans, the bank will take into 
consideration the maturity of the loan and the extent of credit risk to be assumed 
by the bank as affected by the guaranties offered as well as prevailing commercial 
rates. Interest is computed on the outstanding balance and is usually payable 
semiannually, or quarterly. 


17. SMALL FOREIGN TRADE CREDITS 


In appropriate circumstances, the Export-Import Bank assists in financing 

exports or imports by granting credits to small- and medium-sized firms that are 
experienced and of good repute but are unable to obtain adequate financing from 
other sources. Such credits are usually revolving and are available for limited 
periods. 
It is not the purpose of the bank either to facilitate overtrading or to encourage 
the inexperienced to embark on a foreign trade enterprise. Accordingly, the 
bank does not extend credit to exporters and importers who are already receiving 
from private sources as much banking accommodation as can be justified under 
reasonable credit standards and whose basic need, therefore, is additional equity 
capital Exporters and importers should consult their own banks before applying 
to the Export-Import Bank for credit and then approach the Export-Import 
Bank, if it seems desirable to do so, on recommendation of their own banks. 


18. RELATIONS WITH COMMERCIAL BANKS 


It is a cardinal principle of the Export-Import Bank that it does not compete 
with private capital. This principle is carried into effect in a number of ways. 
The bank prefers to receive applications for loans from private firms and indi- 
viduals after they have consulted their own banks. The bank seeks to obtain the 
maximum participation by exporters and commercial banks in credit arrangements 
to which it is a party. Under special circumstances, the Export-Import Bank 
uses the facilities of commercial banks for making funds available to borrowers 
under lines of credit, receiving payments of interest and principal, and for handling 
other matters in connection with the extension and collection of credits. 


19, RELATIONSHIP TO INTERNATIONAL BANK FOR RECONSTRUCTION AND 
DEVELOPMENT 


The facilities of the Export-Import Bank, an agency of the United States of 
America, and those of the International Bank for Reconstruction and Develop- 
ment, an international institution of which the United States of America is a 
member, are intended to be complementary. To this end, the activities of the 
Export-Import Bank and the policies of the United States of America representa- 
tives on the International Bank are coordinated by the National Advisory Council, 
as provided in the Bretton Woods Agreements Act. 


20. PRIVATE TRADE 


In all of its operations, the Export-Import Bank is guided continually by the 
desire to restore and maintain the widest possible scope for private enterprise in 
foreign trade. The Export-Import Bank prefers to extend credits to private 
entities rather than to foreign governments or their agencies; but, when credits 
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are extended to foreign governments of their agencies as the most appropriate 
means of carryimg out the purposes of the bank, it encourages insofar as possible 
the purchasing through private channels of the products financed. 


21. MARINE TRANSPORTATION AND INSURANCE 


Public Resolution No. 17, 73d Congress, requires that exports of agricultural or 
other products fostered by loans made by any instrumentality of the United 
States of America Government shall be carried exclusively in vessels of registry 
of the United States of America unless it is determined by proper authority after 
investigation that such vessels are not availalbe in sufficient numbers, or in suf- 
ficient tonnage capacity, or on necessary sailing schedule, or at reasonable rates. 

It is the bank’s policy to require all exports purchased with the proceeds of its 
credits to be covered by marine-insurance contracts satisfactory to the bank and 
payable in dollars, except where, with the approval of the Export-Import Bank, 
foreign governments undertake to carry their own risks. In connection with 
exports so financed, the bank is prepared in general to finance, under the relative 
ae of credit, premiums on contracts placed in the market of the United States 
of America. 


22. WAR RISK AND EXPROPRIATION INSURANCE ON EXPORTS 


Public Law 30 of the 88d Congress authorized the Export-Import Bank to issue 
war risks and expropriation insurance on American-owned exports located in 
friendly foreign countries. The amount of insurance which may be written under 
this authority cannot exceed $100 million outstanding at any one time. The 
insurance is available for the benefit of exporters of the United States of America 
who consign goods or commodities to agents for sale abroad, or who finance their 
export sales under other arrangements, calling for retention by the exporter of an 
ownership or security interest in the exported goods for a period after their arrival 
on shore in the foreign country of destination and prior to their delivery or process- 
ing in that country. 

his insurance is being provided to supplement marine-transit war-risk cover- 
age, where on-shore war risk and expropriation insurance is required in the 
judgment of the Export-Import Bank to facilitate the normal, commercial export 
of the American goods or commodities involved. In most cases, the criterion for 
determining whether particular exports are eligible for the insurance is the avail- 
ability, in the absence of such coverage, of adequate commercial financing which 
would enable the American producer to maintain his export markets. The ceiling 
on the authorized amount of this insurance prevents its being made indiscrim- 
inatety available for the benefit of all Uni States of America exporters and 
requires the imposition of limitations as to types of exports which may be covered, 
foreign countries where the insurance may apply, term of policies, and the like. 
The insurance is not available, in any case, to the extent that coverage against 
the same risks can be obtained commercially or through other insurance programs 
of the Government of the United States of America. 

In making this insurance available, the Export-Import Bank utilizes the facili- 
ties of private American insurance companies with whom it has entered into under- 
writing agency agreements for the purpose. Exporters should apply for this 
insurance through their regularly established commercial-insurance channels or 
proceed directly to a representative of one of the companies acting as underwriting 

ent for the bank. A list of these companies is contained in the published Reg- 
ulations for Export War Risk and Expropriation Insurance, which also specify in 
more detail such matters as application procedure, categories of eligible exports, 
eligible foreign countries where property may be insured, terms and rates for the 
insurance coverage and interests which may be insured. These regulations are 
obtainable from the Export-Import Bank or from the American War Risk Agency, 
99 John Street, New York, N. Y., which is acting as a clearing agency in coordi- 
nating and controlling the provision of this insurance in accordance with rules and 
instructions promulgated by the bank. 


APPENDIX 
Export-Import Banx Act or 1945, as AMENDED 


Be it enacted by the Senate and House of Representatives of the United States of 
a in ae assembled, That this Act may be cited as the ‘“Export-Import 
ank Act of 1945.” 
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Sec. 2. (a) There is hereby created a corporation with the name Export- 
Import Bank of Washington, which shall be an agency of the United States of 
America. The objects and purposes of the Bank shall be to aid in financing and to 
facilitate exports and imports and the exchange of commodities between the 
United States or any of its Territories or insular possessions and any foreign 
country or the agencies or nationals thereof. In connection with and in further- 
ance of its objects and purposes, the Bank is authorized and empowered to do a 
general banking business except that of circulation; to receive deposits; to pur- 
chase, discount, rediscount, sell, and negotiate, with or without its endorsement or 
guaranty, and to guarantee notes, drafts, checks, bills of exchange, acceptances, 
including bankers’ acceptances, cable transfers, and other evidences of indebted- 
ness; to purchase, sell and guarantee securities but not to purchase with its funds 
any stock in any other corporation except that it may acquire any such stock 
through the enforcement of any lien or pledge or otherwise to satisfy a previously 
contracted indebtedness to it; to accept bills and drafts drawn upon it; to issue 
letters of credit; to purchase and sell coin, bullion, and exchange; to borrow and to 
lend money; to perform any act herein authorized in participation with any other 
person, including any individual, partnership, corportaion, or association; to 
adopt, alter, and use a corporate seal, which shall be judically noticed; to sue and 
to be sued; to complain and to defend in any court of competent jurisdiction; 
and the enumeration of the foregoing powers shall not be deemed to exclude 
other powers necessary to the achievement of the objects and purposes of the Bank. 
The Bank shall be entitled to the use of the United States mails in the same 
manner and upon the same conditions as the executive departments of the Govern- 
ment. The Bank is hereby authorized to use all of its assets and all moneys 
which have been or may hereafter be allocated to or borrowed by it in the exercise 
of its functions. Net earnings of the Bank after reasonable provision for possible 
losses shall be used for payment of dividends on capital stock. Any such dividends 
shall be deposited into the Treasury as miscellaneous receipts. 

(b) It is the policy of the Congress that the Bank in the exercise of its functions 
should supplement and encourage and not compete with private capital, and that 
loans, so far as possible consistently with carrying out the purposes of subsection 
(a), shall generally be for specific purposes, and, in the judgment of the Board of 
Directors, offer reasonable assurance of repayment. 

Sec. 3. (a) (1) The management of the Export-Import Bank of Washington 
shall be vested in a Board of Directors consisting of the Administrator of the 
Foreign Economic Administration, who shall serve as chairman, the Secretary of 
State, and three persons appointed by the President of the United States by and 
with the advice and consent of the Senate. The Secretary of State, to such 
extent as he deems it advisable, may designate to act for him in the discharge of 
his duties as a member of the Board of Directors any officer of the Department of 
a who shall have been appointed by and with the advice and consent of the 
Senate. 

(2) If the Foreign Economic Administration ceases to exist in the Office for 
Emergency Management in the Executive Office of the President, the President 
of the United States shall appoint, by and with the advice and consent of the 
Senate, another member of the Board of Directors. The member so appointed 
shall serve for the remainder of the existing terms of the other three appointed 
members, but successors shall be appointed for terms of 5 years. After the 
Foreign Economic Administrator ceases to be a member of the Board of Directors 
the President: of the United States shall, from time to time, designate one of the 
members of the Board to serve as Chairman. 

(3) Of the five members of the Board, not more than three shall be members 
of any one political party. Each of the appointed directors shall devote his time 
not otherwise required by the business of the United States principally to the 
business of the Bank. Before entering upon his duties each of the directors so 
appointed and each officer of the Bank shall take an oath faithfully to discharge 
the duties of his office. The terms of the appointed directors shall be 5 years, 
except that the terms of the directors first appointed shall run from the date of 
appointment until June 30, 1950. Whenever a vacancy occurs among the 
directors so appointed the person appointed to fill such vacancy shall hold office 
for the unexpired portion of the term of the director whose place he is selected to 
fill. Each of the appointed directors shall receive a salary at the rate of $12,000 
per annum, unless he is an officer of the Bank, in which event he may elect to 
receive the salary of such officer. No director, officer, attorney, agent, or em- 
ployee of the Bank, shall in any manner, directly or indirectly, participate in the 
deliberation upon or the determination of any question affecting his personal 
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interests, or the interests of any corporation, partnership, or association in which 
he is directly or indirectly personally interested. 

(b) A majority of the Board of Directors shall constitute a quorum. 

(c) The Board of Directors shall adopt such bylaws as are necessary for the 
proper management and functioning of the Export-Import Bank of Washington, 
and may amend the same. 

(d) There shall be an Advisory Board sensioning ot the Chairman of the Export- 
Import Bank of Washington, who shall serve as Chairman, the Secretary of State, 
the Secretary of the Treasury, the Secretary of Commerce, and the Chairman of 
the Board of Governors of the Federal Reserve System, which shall meet at the 
call of the Chairman. The Advisory Board may make such recommendations 
to the Board of Directors as it deems advisable, and the Board of Directors shall 
consult the Advisory Board on major questions of policy. 

(e) Until October 31, 1945, or until at least two of the members of the Board 
of Directors to be appointed have qualified as such directors, whichever is the 
earlier, the affairs of the bank shall continue to be managed by the existing Board 
of Trustees. 

(f) The Ex seclennort Bank of Washington shall constitute an independent 
agency of the United States and neither the bank nor any of its functions, powers, 
or duties shall be transferred to or consolidated with any other department, 
agency, or corporation of the Government unless the Congress shall otherwise 
by law provide, 

Src. 4. The Export-Import Bank of Washington shall have a capital stock of 
$1,000,000,000 subscribed by the United States. Payment for $1,000,000 of 
such capital stock shall be made by the surrender to the bank for cancellation of 
the common stock heretofore issued by the bank and purchased by the United 
States. Payment for $174,000,000 of such capital stock shall be made by the 
surrender to the bank for cancellation of the preferred stock heretofore issued by 
the bank and purchased by the Reconstruction Finance Corporation. Payment 
for the $825,000,000 balance of such capital stock shall be subject to call at any 
time in whole or in part by the Board of Directors of the bank. For the purpose 
of making payments of such balance, the Secretary of the Treasury is authorized 
to use as @ public-debt transaction the proceeds of any securities hereafter issued 
under the Second Liberty Bond Act, as amended, and the purposes for which 
securities may be issued under the act are extended to include such purpose. 
Payment under this section of the subscription of the United States to the bank 
and repayments thereof shall be treated as public-debt transactions of the United 
States. Certificates evidencing stock ownership of the United States shall be 
issued by the bank to the President of the United States, or to such other person 
or persons as he may designate from time to time, to the extent of the common 
and preferred stock surrendered and other payments made for the capital stock 
of the bank under this section. 

Sec. 5. (a) The Secretary of the Treasury shall pay to the Reconstruction 
Finance Corporation the par value of the preferred stock upon its surrender 
to the Bank for cancellation. For the purpose of making such payments to 
the Reconstruction Finance Corporation, the Secretary of the Treasury is 
authorized to use as a public-debt transaction the proceeds of any securities 
hereafter issued under the Second Liberty Bond Act, as amended, and the pur- 
poses for which securities may be issued under that Act are extended to inelude 
such purpose. Payment under this subsection to the Reconstruction Finance 
Corporation shall be treated as public-debt transactions of the United States. 

(b) Any dividends on the preferred stock accumulated and unpaid to the date 
of its surrender for cancellation shall be paid to the Reconstruction Finance 
Corporation by the Bank. 

Sec. 6. The Export-Import Bank of Washington is authorized to issue from 
time to time for purchase by the Secretary of the Treasury its notes, debentures, 
bonds, or other obligations; but the aggregate amount of such obligations out- 
standing at any one time shall not exceed three and one-half times the authorized 
capital stock of the Bank. Such obligations shall be redeemable at the option of 
the Bank before maturity in such manner as may be stipulated in such obligations 
and shall have such maturity as may be determined by the Board of Directors of 
the Bank with the approval of the Secretary of the Treasury. Each such obliga- 
tion shall bear interest at a rate determined by the Secretary of the Treasury, tak- 
ing into consideration the current average rate on outstanding marketable obliga- 
tions of the United States as of the last day of the month preceding the issuance of 
the obligation of the Bank. The Secretary of the Treasury is hereby authorized 
and directed to purchase any obligations of the Bank issued hereunder and for such 
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purpose the Secretary of the Treasury is authorized to use as a public-debt transac- 
tion the proceeds of any securities hereafter issued under the Second Liberty Bond 
Act; as amended, and the purposes for which securities may be issued under that 
Act are extended to include such purpose, Payment under this section of the 
purchas¢ price of such obligations of the Bank and repayments thereof by the 
Bank shall be treated as public-debt transactions of the United States. 

Sec. 7. The Export-Import Bank of Washington shall not have outstanding 
at any one time loans and guaranties in an aggregate amount in excess of four 
and one-half times the authorized capital stock of the Bank. 

Sec. 8. Export-Import Bank of Washington shall continue to exercise its 
functions in connection with and in furtherance of its objects and purposes until 
the close of business on June 30, 1958, but the provisions of this section shall 
not be construed as preventing the Bank from acquiring obligations prior to 
such date which mature subsequent to such date or from assuming prior to such 
date liability as guarantor, endorser, or acceptor of obligations which mature 
subsequent to such date or from issuing, either prior or subsequent to such date, 
for purchase by the Secretary of the Treasury, its notes, debentures, bonds, or 
other obligations which mature subsequent to such date or from continuing as 
a corporate agency of the United States and exercising any of its functions subse- 
quent to such date for purposes of orderly liquidation, including the administra- 
tion of its assets and the collection of any obligations held by the Bank. 

Sec. 9. The Export-Import Bank of Washington shall transmit to the Con- 
gress semiannually a complete and detailed report of its operations. The report 
shall be as of the close of business on June 30 and December 31, of each year. 

Sec. 10. Section 9 of the Act of January 31, 1935 (49 Stat. 4, ch. 2), as amended, 
is repealed. 

See. 11. Notwithstanding the provisions of the Act of April 13, 1934 (48 Stat., 
ch. 112, p. 574), any person, including any individual, partnership, corporation, 
or association, may act for or participate with the Export-Import Bank of Wash- 
ingron in any operation or transaction, or may acquire any obligation issued in 
connection with any operation or transaction, engaged in by the Bank. 

Sec. 12. The Export-Import Bank of Washington created hereby shall by 
virtue of this Act succeed to all of the rights and assume all of the liabilities of 
Export-Import Bank of Washington, a District of Columbia corporation, and any 
outstanding capital stock of the District of Columbia corporation shall be deemed 
to have been issued by and shall be capital stock of the corporation created by 
this Act and all of the personnel, property, records, funds (including all unex- 
pended balances of appropriations, allocations, or other funds now available) 
assets, contracts, obligations, and liabilities of the District of Columbia corpo- 
ration are hereby transferred to, accepted, and assumed by the corporation cre- 
ated by this Act, without the necessity of any act or acts on the part of the 
corporation created by this Act or of the District of Columbia corporation, 
their officers, employees, or agents or of any other department or agency of the 
United States to carry out the purposes hereof and it shall be unnecessary to 
take any further action to effect the dissolution or liquidation of Export-Import 
Bank of Washington, a District of Columbia corporation. The members of the 
Board of Directors of the District of Columbia corporation, appointed pursuant 
to the provisions of the Export-Import Bank Act of 1945, shall, during the 
unexpired. portion of the terms for which they were appointed, continue in office 
as members of the Board of Directors of the corporation created by this Act 
(59 Stat. 526, 666; 61 Stat. 130; 63 Stat. 880, amending in effect sec. 3; 65 Stat. 
367; P. L. 30, 83d Cong., approved May 21, 1953). 


REORGANIZATION Pitan No. 5 or 1953 


Prepared by the President and transmitted to the Senate and the House of Representatives in Congress 
assembled, April 30, 1953, pursuant to the provisions of the Reorganization Act of 1949, approved June 20, 
1949, as amended 

THE EXPORT-IMPORT BANK OF WASHINGTON 


Section 1. The —— Director. There is hereby established the office of 
Managing Director of the Export-Import Bank of Washington, hereinafter re- 
ferred to as the ‘Managing Director.’’ The Managing Director shall be appointed 
by the President by and with the advice and consent of the Senate, and shall 
receive compensation at the rate of $17,500 per annum. 

Sec. 2. Deputy Director. There is hereby established the office of Deputy 
Director of the Export-Import Bank of Washington. The Deputy Director 
shall be appointed by the President by and with the advice and consent of the 
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Senate, shall receive compensation at the rate of $16,000 per annum, shall per- 
form such functions as the as Director may from time to time prescribe, 
and shall act as Managing Director during the absence or disability of the Man- 
aging Director or in the event of a vacancy in the office of Managing Director. 

Src. 3. Assistant Director. There is hereby established the office of Assistant 
Director of the Export-Import Bank of Washington. The Assistant Director 
shall be appointed by the Managing Director under the classified civil:service, 
shall receive compensation at the rate now. or hereafter fixed by law for-grade 
GS-18 of the general schedule established by the Classification Act of 1949, as 
amended, and shall perform such functions as the Managing Director may from 
time to time prescribe. 

Sec. 4. Functions transferred to the Managing Director. All functions of the 
Board of Directors of the Export-Import Bank of Washington are hereby trans- 
ferred to the Managing Director. 

Src. 5. General policies. The National Advisory Council on International 
Monetary and Financial Problems shall from time to time establish general lend- 
ing and other financial policies which shall govern the Managing Director in the 
conduct of the lending and other financial operations of the bank. 

Src. 6. Performance of transferred functions. The Managing Director may 
from time to time make such provisions as he deems appropriate authorizing the 
performance of any of the functions of the Managing Director by any other 
officer, or by any agency or employee, of the bank. 

Sec. 7. Abolition. The following are hereby abolished: (1) The Board of 
Directors of the Export-Import Bank of Washington, including the offices of 
the members thereof provided for in section 3 (a) of the Export-Import Bank 
Act of 1945, as amended; (2) the Advisory Board of the Bank, together with the 
functions of the said Advisory Board; and (3) the function of the Chairman of 
the Board of Directors of the Export-Import Bank of Washington of being a 
member of the National Advisory Council on International Monetary and 
Financial Problems. The Managing Director shall make such provisions as 
may be necessary for winding up any outstanding affairs of the said abolished 
boards and offices not otherwise provided for in this reorganization plan. 

Src. 8. Effective date. Sections 3 to 7, inclusive, of this reorganization plan 
shall become effective when the Managing Director first appointed hereunder 
enters upon office pursuant to the provisions of this reorganization plan. 


Section III (c) or Economic Cooperation Act or 1948, as AMENDED 


(2) When it is determined that assistance should be extended under the pro- 
visions of this title on credit terms, the Administrator shall allocate funds for 
the purpose to the Export-Import Bank of Washington, which shall, notwith- 
standing the provisions of the Export-Import Bank Act of 1945 (59 Stat. 526), 
as amended, make and administer the credit on terms specified by the Adminis- 
trator in consultation with the National Advisory Council on International 
Monetary and Financial Problems. The Administrator is authorized to issue 
notes from time to time for purchase by the Secretary of the Treasury in an 
amount not exceeding in the aggregate $1,000,000,000 (i) for the purpose of 
allocating funds to the Export-Import Bank of Washington under this. para- 
graph during the period of 1 year following the date of enactment of this Act 
and (ii) for the purpose of carrying out the provisions of paragraph (3) of sub- 
section (b) of this section until all liabilities arising under guaranties made pur- 
suant to such paragraph (3) have expired or have been discharged. In addition 
to the amount of notes above authorized, the Administrator is authorized, for 
the purpose of carrying out the provisions of paragraph (3) of subsection (b) of 
this section, to issue notes from time to time for purchase by the Secretary of 
the Treasury in an amount not exceeding in the gate $200,000,000 less any 
amount allocated prior to April 3, 1949, for such purpose, until all liabilities 
arising under guaranties e pursuant to this authorization have expired or 
been Sanne. The notes hereinabove authorized shall be redeemable at the 
option of the Administrator before maturity in such manner as — be stipulated 
in such notes and shall have such maturity as may be determined by the Admin- 
istrator with the approval of the Secretary of the Treasury. Each such note 
shall bear interest at a rate determined by the Secretary of the Treasury, taking 
into consideration the current average rate on outstanding marketable obliga- 
tions of the United States as of the last day of the month preceding the issuance 
of the note. Payment under this paragraph of the purchase price of such notes 
and repayments thereof by the Administrator shall be treated as public-debt 
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transactions of the United States. In allocating funds to the Export-Import 
Bank-of- Washington for assistance on credit terms under this paragraph, the 
Administrator shall first utilize such funds realized from the sale of notes au- 
thorized by this paragraph as he determines to be available for this purpose, and 
when such funds are exhausted, or after the end of 1 year from the date of enact- 
ment of this Act, whichever is earlier, he shall utilize any funds appropriated 
under this title. The Administrator shall make advances to or reimburse the 
Export-Import Bank of Washington for necessary administrative expenses in 
connection with such credits. Credits made by the Export-Import Bank of 
Washington with funds so allocated to it by the Administrator shall not be 
considered in determining whether the Bank has outstanding at any one time 
loans and guaranties to the extent of the limitation imposed by section 7 of the 
Export-Import Bank Act of 1945 (59 Stat. 526), as amended. Amounts re- 
ceived in repayment of principal and interest on any credits made under this 
paragraph shall be deposited into miscellaneous receipts of the Treasury: Pro- 
vided, That, to the extent required for such purpose, amounts received in repay- 
ment of principal and interest on any credits made out of funds realized from the 
sale of notes authorized under this paragraph shall be deposited into the Treas- 
ury for the purpose of the retirement of such notes (62 Stat. 137; 63 Stat. 50; 
64 Stat. 198). 

Notrg.—Foreign Aid Appropriation Act, 1950, approved October 6, 1949, pro- 
vides that ‘Provided further, That the Administrator is authorized to issue notes 
from time to time during the fiscal year 1950 for purchase by the Secretary of the 
Treasury in an amount not exceeding in the aggregate $150,000,000, for the 
purpose of allocating funds during such fiscal year to the Export-Import Bank of 
Washington for assistance on credit terms under the provisions of said Act; and 
the provisions of paragraph (2) of section III (c) of said Act shall, to the extent 
applicable, be applicable to the notes authorized to be issued in this proviso and 
to all functions of the Administrator, the Secretary of the Treasury, and the 
Export-Import Bank of Washington in extending the assistance provided for 
herein’”’ (63 Stat. 709). 

Norr.—Public Law 759, Eighty-first Congress, General Appropriation Act, 
1951, approved September 6, 1950, provides in chapter XI, title I, that ‘‘Provided, 
That this appropriation shall be consolidated and merged with funds heretofore 
made available for the purposes of the Economic Cooperation Act of 1948, as 
amended, and such consolidated appropriation may be used during the fiscal year 
1951 within the limitations herein specified: Provided further, That the Adminis- 
trator is authorized and directed to issue notes from time to time during the 
fiseal year 1951 for purchase by the Secretary of the Treasury, who is hereby 
authorized and directed to make such purchases, in an amount not exceeding in 
the aggregate $62,500,000 for the purpose of assistance to Spain, to be extended 
upon credit terms as provided in section III (ec) (2) of the Economic Cooperation 
Act of 1948, as amended.” 

Nore.—Public Law 48, Eighty-second Congress, India Emergency Food Aid 
Act of 1951, approved June 15, 1951, provides in section 3: ‘For purposes of this 
Act the President is authorized to utilize not in excess of $190,000,000 during the 
period ending June 30, 1952.” 

Notrr.—Public Law 165, Eighty-second Congress, Mutual Security Act of 1951, 
approved October 10, 1951, transfers to the Director for Mutual Security all the 
powers, functions, and responsibilities conferred upon the Administrator for 
Economie Cooperation by the Economic Cooperation Act of 1948, as amended. 

Notrr.—Public Law 400, Eighty-second Congress, Mutual Security Act of 1952, 
approved June 20, 1952, repeals the Economic Cooperation Act of 1948, as 
amended, except as to certain enumerated sections, including section III which 
sets forth the functions to be performed by Eximbank. 


Pusiic Law 30—83p ConarEss 
CuHaprer 64—I1sT SEssion 
H, R. 4465 
AN ACT To amend the Export-Import Bank Act of 1945, as amended 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 2 of the Export-Import Bank Act of 
1945, as amended, is hereby amended by inserting the following as subsection (c): 

‘““(e) (1) The Export-Import Bank of Washington is further authorized, in the 
manner and to the extent herein specified, to provide insurance in an aggregate 
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amount not in excess of $100,000,000 outstanding at any one time for the”benefit 
of citizens of the United States, including corporations, partnerships, and associa- 
tions organized and existing under the es of the United States or any State, 
district, Territory, or possession thereof, against the risks of loss of or damage to 
tangible personal property of United States origin which is exported?from the 
United States in commercial intercourse and is located in any friendly foreign 
country, to the extent that such loss or damage results from hostile or warlike 
action in time of peace or war, including civil war, revolution, rebellion, insurrec- 
tion, or civil strife arising therefrom, or from an order of any government or public 
authority confiscating, expropriating, or requisitioning such property and to the 
extent that such ae pes | is owned in whole or in part by the assured or constittites 
security for financial obligations owed to the assured. 

(2) Insurance may be provided pursuant to this subsection only to the extent 
that it cannot be obtained on reasonable terms and conditions from companies 
authorized to do an insurance business in any State of the United States and to 
the extent that it cannot be obtained from any agency of the United States 
Government providing marine or air war-risk insurance. 

(3) In providing insurance pursuant to this subsection, the Bank may reinsure 
in whole or in part any company authorized to do an insurance business in any 
State of the United States or may employ any such company or group of com- 
panies to act as its underwriting agent in the issuance of such insurance and the 
adjustment of claims arising thereunder. 

““(4) Subject to the limitations herein provided, the Bank shall from time to 
time determine the terms and conditions under which it will provide insurance 
aa to this subsection: Provided, however, That such insurance shall be 

ased, insofar as practicable, upon consideration of the risk involved: And pro- 
vided further, That the term of coverage of any such insurance shall not exceed 
one year, subject to renewal or extension from time to time for periods of not 
exceeding one year as may be determined by the Bank.” 

Sec. 2. Section 7 of the Export-Import Bank Act of 1945, as amended, is 
amended by substituting in lieu of the words “loans and guaranties’ the words 
“loans, guaranties, and insurance.”’ 

Approved May 21, 1953. 


Section 302 or THe DerensEe Propuction Act or 1950, As AMENDED 


To expedite production and deliveries or services to aid in carrying out Gov- 
ernment contracts for the procurement of materials or the performance of services 
for the national defense, the President may make provision for loans (including 
participations in, or guaranties of, loans) to oo business enterprises (including 
research corporations not organized for profit) for the expansion of capacity, the 
development of technological processes, or the production of essential materials, 
including the exploration, development, and mining of strategic and critical metals 
and minerals, and manufacture of newsprint. Such loans may be made with- 
out regard to the limitations of existing law and on such terms and conditions 
as the President deems necessary, except that financial assistance may be 
extended only to the extent that it is not otherwise available on reasonable 
terms (64 Stat. 932). 


Section 311 or Executive Orper No. 10161 of SppTremBEr 9, 1950, as AMENDED 
BY Section 301 or Executive Orpsr No. 10281 or AuGust 28, 1951, anv 
Section 1 (b) or Executive Orpur No. 10433 or Fesrvuary 4, 1953 


(a) The Export-Import Bank of Washington is hereby authorized and directed 
to make loans (including participations in loans) to private business enterprises, 
for the expansion of capacity, the development of technological Re, and the 
production of essential materials, including the exploration, development, and 
mining of strategic and critical metals and minerals, in those cases where such 
expansion, development or production is carried on in foreign countries, as 
authorized by and subject to section 302 of the Defense Production Act of 1950, 
as amended, and within such amounts of funds as may be made available pursuant 
to the Defense Production Act of 1950, as amended. 

(b) Loans under section 311 (a) hereof (1) shall be made upon such terms and 
conditions as the said Bank shall determine, (2) shall be made only after the Bank 
has determined in each instance that financial assistance is not available on reason- 
able terms from private sources and that the loan involved cannot be made under 
the provisions of and from funds available to the Bank under the Export-Import 
Bank Act of 1945, as amended, and (3) shall be made only upon certificate of 
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essentiality of the loan, which certificate shall be made by the Secretary of Agri- 
culture with respect to food and food facilities and by the Defense Production 
Administrator in respect to all other materials and facilities. 

(c) Applications for loans under section 311 (a) hereof shall be received from 
applicants by the said Bank or by such agencies of the Government as the Bank 
shall designate for this purpose. 


Mr. Stampavucu. A memorandum entitled, “Independent Corpo- 
rate Status, An Essential to a Sound Lending Policy for the Export- 
Import Bank,’’ by William B. Homans, Jr., and John C, Schleur. 


BroGRAPHICAL Skercu or WiLuiaM P. Homans, JR. 


Born March 18, 1921, Boston, Mass. Attended public and private schools in 
Massachusetts and Connecticut. Graduated from Harvard College with A. B. 
degree, June 1941. Served on active duty as sublieutenant, Royal Navy Volun- 
teer Reserve, October 1941 to March 1943. Entered United States Naval 
Reserve as ensign, March 1943. Returned to inactive duty as lieutenant, Decem- 
ber 1945. Entered Harvard Law School, February 1946. Graduated with LL. B. 
degree, September 1948. In private practice of law, Boston, Mass., October 1948 
to January 1950. Employed by Office of the General Counsel, Department of 
the Navy, May 1950 to July 1952, as attorney-adviser. Employed by Export- 
Import Bank of Washington as counsel, July 1952 to present. Member of 
Massachusetts bar. 


INDEPENDENT CoRPORATE Stratus, AN EssENTIAL TO A SouND LENDING Po icy 
FOR THE Export-Import BANK OF WASHINGTON 


(By William P. Homans, Jr., Counsel, and John C, Schluer, Counsel) 


The question of the general direction which United States foreign economic 
policy shouid take is currently of primary importance. At the same time, the 
administration is devoting careful attention to the promotion of efficiency and 
economy in all the operations of the executive branch, as evidenced by Executive 
Order 10342 establishing the President’s Advisory Committee on Government 
Organization.! Consequently, there arises the more specific question of how the 
various functions of the executive branch in the foreign economic field can best 
be organized and administered. 

The effort to achieve efficiency in Government operations is a continuing one, as 
shown by the reference in the President’s message to the Congress on the state of 
the Union on February 2, 1953, in which it was stated that his Committee would 
use as a point of departure the reports of the Hoover Commission which were 
directed toward the sameend. The President’s reference in his message to “‘logical 
organization” makes clear that efforts toward achievement of efficiency and 
economy in the operations of the various agencies and departments of the executive 
branch or in the operation of any particular agency must be made at all times in 
light of the most effective accomplishment of the substantive purposes both 
statutory and policywise of the agency concerned. 

The Export-Import Bank of Washington has independent status as a Govern- 
ment corporation within the executive branch. It is proposed here to indicate how 
the bank’s independent corporate status promotes efficient, economical, and 
responsible administration of the Government’s foreign leading operations. 

The Export-Import Bank was established in February 1934 pursuant to Presi- 
dential Executive Order ? as a District of Columbia banking corporation. United 
States foreign trade was at a low level at this time. Accordingly, the objects and 
purposes of the bank, as stated in its original certificate of incorporation, were ‘‘to 
aid in financing and to facilitate exports and imports and the exchange of com- 
modities between the United States and other nations or the agencies or nationals 
thereof.”” The existence of the bank as an agency of the United States was 
continued by acts of Congress, in 1935,3 1937,‘ 1939,5 and 1940. In 1945 the 
functions of the bank were thoroughly reexamined by the Congress. By the 
Export-Import Bank Act of 1945,’ the bank was given independent status as a 


118 F. R. 617. 

2 Executive Order 6581, February 2, 1934. 

5 See. 9, Public Law 1, 77th Cong., 49 Stat. 4, 

‘ Sec. 2, Public, No. 2, 75th Cong., 50 Stat. 5. 

' Public, No, 3, 53 Stat. 510. 

¢ Public, No. 762, 76th Cong., 54 Stat. 962. 

7 Public Law 173, 79th Cong., 59 Stat. 526, 666. 
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Federal agency. Its lending authority was increased from $700 million to $3,500 
million, and the amount of its capital stock was fixed at $1 billion to be subscribed 
by the Secretary of the Treasury. Its statutory objects and purposes under the 
1945 act were in substance the same as those set forth in the 1934 certificate of 
incorporation. In 1947 the Act was amended to reincorporate the bank under 
Federal charter,® and in 1951 its lending authority was increased to $4,500 million 
and its corporate life extended from June 30, 1953, to June 30, 1958.° 

The bank’s history before 1945 involved frequent changes of status within the 
executive branch. From 1934 to 1939 the bank operated as an independent 
agency of the Government. In 1939 it was made a part of the Federal Loan 
Agency: and in 1942 transferred to the Department of Commerce." Upon 
consolidation of the Office of Economic Warfare, under which the bank had been 
placed in 1943,” into the Foreign Economic Administration, the bank was moved 
to that Administration ™ where it remained until given independent status by 
the act of 1945, under which it has attained administrative continuity as a Govern- 
ment. banking corporation. 

Except for a short period in 1934, management of the bank from 1934 until 
1945 was in the hands of an interdepartmental board of 11 trustees. The Export- 
Import Bank Act of 1945 vested the bank’s management in a 5-man bipartisan 
Board of Directors, consisting of 4 full-time members appointed by the President 
by and with the consent of the Senate and a fifth member who was the Secretary 
of State ex officio. 

By Reorganization Plan No. 5 of 1953“ the Board of Directors was abolished 
and management of the bank was placed in the hands of a Managing Director 
appointed by the President by and with the advice and consent of the Senate. 

he first and present Managing Director, Maj. Gen. Glen E, Edgerton, took 
office on August 5, 1953. 


FUNCTIONS AND ACTIVITIES OF THE BANK 


As has already been pointed out, the organizational steps to the achievement 
of efficiency and economy in the operation of the executive departments and agen- 
cies must of necessity be determined in the light of the functions these depart- 
ments and agencies have performed and can perform. In this connection it is 
important to examine how the bank has fulfilled its statutory objects and purposes 
during a 19-year period when foreign economic policy has by necessity taken 
various directions as the result of fundamental national and international eco- 
nomic and political changes. As already stated, the objects and purposes of the 
bank as set forth in the Export-Import Bank Act of 1945, namely, ‘‘to aid in 
financing and to facilitate exports and imports and the exchange of commodities 
between the United States or any of its Territories or insular possessions and any 
foreign country or the agencies or nationals thereof” are basically the same as 
its original objects and purposes. At the outset of the bank’s operations it was 
concerned mainly with stimulation through its lending of the foreign trade of 
United States exporters. The sale of capital 0d and equipment abroad was 
facilitated through the extension of direct credit to American exporters by the 
bank’s purchase of the obligations of foreign purchasers guaranteed by a foreign 
bank or government. Credits on a revolving-fund basis were extended to reput- 
able, independent United States exporters unable, because of lack of capital, to 
obtain financing from private sources. Short-term credits were extended to 
exporters of surplus agricultural commodities. Saris World War II loans were 
made to banks in Latin American countries temporarily short of dollar exchange 
to finance the purchase of essential goods and commodities, the purchase of 
which from European sources had been stopped by the war.!* These examples 
demonstrate the varied ways in which the bank, through the exercise of its bank- 


$61 Stat. 130. 

* 63 Stat. 880, amending in effect sec. 3, Public Law 158, 82d Pate. ppereres October 3, 1951. 

‘© Reorganization Plan No. 1, transmitted to Congress, April 25, 1939. 

1! Executive Order 9071, February 24, 1942. 

” Executive Order 9361, July 15, 1943. 

18 Executive Order 9380, September 25, 1943, 

4H. Doce. 135, 83d Cong., ist sess. 

18 The plan also provides that the National Advisory Council on International Monetary and Financial 
Problems skall establish general lending and other financial policies governing the Managing Director in 
conduct of the bank’s operations. The President’s message transmitting the plan to Congress stated: 

“I contemplate that the Managing Director ofthe Export-Import Bank of Washington will participate 
as a nonvoting member of the National Advisory Council in matters of concern to the bank.” 

1¢ The foregoing examples are among those set forth by the House Committee on Banking and Currency 
in reporting favorably on H. R. 3771 as identifiable types of credits extended by the bank during the 1934- 
45 period (H. Rept. 911, 79th Cong., Ist sess., pp. 4, 5 (1945)). 
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ing powers, served its basic purposes of promoting foreign trade during the 1934-45 
eriod.!7 

. During this period the occurrence of economic and political changes demon- 
strably affected the character and scope of the financing afforded by the bank. 
The close similarity of the original objects and purposes of the bank to those 
enacted by Congress in the 1945 statute evidences congressional recognition that 
the bank had successfully accomplished its continuing mission—the promotion 
of the foreign trade of the United States in a manner designed to “supplement 
and encourage and not compete with private capital.’ 

Since the passage of the 1945 act, the lending activities of the bank have been 
similarly variegated, but similarly directed toward fulfillment of the same 
basic mission. Examples of the manner in which worldwide events have affected 
the character of the bank’s financing from 1945 until the present are (1) the so- 
called reconstruction credits extended to war-damaged European countries 
immediately following the end of the war for the purpose not only of maintaining 
markets for expanded United States hard goods industries and agriculture but 
also to assist borrowing countries to stand on their own feet and enhance their 
ability to engage in increased trade with the United States;'* (2) development 
credits extended for similar reasons throughout the world in various underdeveloped 
areas, notably in Latin American countries;!* and (3) more recently, credits for 
the production abroad of strategic materials required by the United States, 
contemplating, in most cases, the purchase by the borrowers of United States 
equipment, supplies and services for use in the projects and the eventual import 
into the United States of the vitally needed materials produced by the borrowers.?° 

This historical summary of the activities of the bank indicates the manner in 
which the bank, in accomplishing its fundamental sete purposes, can at the 
same time respond effectively to the changing goals of United States foreign 
economic operations. 

The efficient and economical accomplishment by the bank of its basic statutory 
function of promoting the foreign trade of the United States requires that the 
bank maintain its present independent status. This function is accomplished 
by the bank’s use of powers very similar to those of a private commercial bank 
engaged in the financing of foreign trade, and it does not involve grant programs 
nor the gathering and dissemination of commercial information. Nor does the 
bank take affirmative steps toward the selection by foreign purchasers of United 
States suppliers or contractors in carrying out its functions. The bank’s special 
competence is in the promotion of foreign trade by the making of sound loans for the 
accomplishment of specific projects. Statutory and bank policy require that the 
loans must offer reasonable assurance of repayment and that in the field where 
the bank acts it must supplement and encourage, but not compete with private 
capital. The review of the character of the financing extended by the bank and 
the effect on this financing of changing economic and political goals and policies 
indicate strongly the danger which would result from a subordination of the 
bank to an agency or department of the Government not primarily concerned 
with the bank’s statutory purpose, but engaged in carrying out foreign economic 
programs or policies of a different nature. Whatever the primary objective of 
a particular Gnited States foreign loan, it should be administered as a banking 
transaction and governed by sound Jending standards. Indeed, this requirement 
may be even more true in the case of loans primarily intended to stimulate foreign 
production and development, because here the lending institution must carefully 
assess the borrower’s managerial as well as financial capabilities and make its 
funds available only when it is fully satisfied as to the borrower’s responsibility 
on both counts. The administrative standards for sound and efficient foreign 
lending by the Government must not change with each shift in immediate economic 
and political goals. 

A change in the independent status of the Export-Import Bank at this time 
might unavoidably bring about an undesired weakening of these standards by 
subordinating their importance to the overall policies of an agency or department, 
whose function is not primarily a banking one. This might prove likely— 


“The techniques employed by the bank are, in general, those commonly used in the field of interna- 
tional finance and investment. However, in order to meet the changing needs of our foreign trade and to 
provide credit facilities for the small as well as the large exporter and importer, it has been necessary to main- 
tain a high degree of flexibility in operating techniques” (H. Rept. 911, 79th Cong., Ist sess., p. 4 (1945)). 

'®See Export-Import Bank of Washington, Ist semiannual report to Congresss, pp. 16-18; 2d semi- 
annual report to Congress, pp. 17-24, 3d semiannual report to Congress, p. 8. 

" See for example, 7th semiannual report to Congress, pp. 2-6; 9th semiannual report, pp. 10-12; 11th 
semiannual report, p. 11 (Saudi Arabia). 

* See 11th semiannual report, p. 3; 12th semiannual report, pp. 7-11; 13th semiannual report, pp: 3-5; 
14th semiannual report, p. 4; 15th semiannual report, pp. 3, 4. 
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indeed, possibly more likely—even though the agency assuming direct responsi- 
bility for the bank’s operations were operating only in the foreign area. The 
other activities of such an agency might dominate its lending functions to the 
point where success of the latter would vary directly with the unavoidable ups and 
downs of its other operations. Difficulties in the administration of these other 
activities would tend to discourage the necessary sense of responsibility and 
initiative by foreign countries in their role of borrowers from the United States 
Government. 
COORDINATION OF BANK’S ACTIVITIES 


Retaining responsibility for administration of the Government’s foreign lending 
operations with the Export-Import Bank as an independent corporate agency will 
preserve important operational and administrative advantages, without resulting 
in inefficiency, duplication of effort or lack of coordination with the Government’s 
other foreign operations and economic activities. The Export-Import Bank as 
presently constituted within the executive branch is made fully responsible to 
and is coordinated with the most important Government policies and activities 
concerned with foreign lending operations. 

Under the Bretton Woods Agreements Act of 1945,?! the Chairman of the former 
Board of Directors of the Export-Import Bank was a voting member of the 
National Advisory Council on International Monetary and Financial Problems.” 
As such, he participated in the deliberations and decisions of the Council. Reor- 
ganization Plan No. 5 of 1953 abolishes, as pointed out earlier, the membership 
of the bank on the National Advisory Council but makes specific provision for 
establishment from time to time by the Council of general lending and other 
financial policies of the bank.? Furthermore, the bank is specifically required 
under the Bretton Woods Agreements Act to consult with and keep the Council 
fully informed on all of its activities. The Council’s statutory function is to 
coordinate the United States Government’s activities in foreign financial, ex- 
change, and monetary transactions, including this Government’s participation in 
the operations of the International Bank for Reconstruction and Development 
and the International Monetary Fund. Contact by the Export-Import Bank 
with the staff and members of the National Advisory Council enables this body, 
and through it the departments and agencies represented on the Council, to make 
overall foreign and economic and financial policies known to the bank and to 
assure that the bank’s operations are responsibly conducted in accordance with 
these policies. The function of the National Advisory Council with respect to 
the bank’s activities and the bank’s relation to the Council were carefully con- 
sidered by the Congress when it established the bank’s independent status as 
the Government’s foreign lending agency in 1945. The original relationship 
relationship between the Council and the bank was continued by Reorganization 
Plan No. 5 of 1953, except that the bank’s role in development of the policies of 
the Council was reduced. 

Furthermore, assurance that the bank’s operations are consistent with the 
diplomatic and political objectives of the United States foreign policy is given 
not only by the membership of the Secretary of State on the National Advisory 
Council but also through frequent consultation by officials and members of the 
staff of the bank with various members of the Department of State concerned 
with areas and matters affected by the operations of the bank. 

A chief criterion of the bank’s lending policy has been that its loans be for 
projects whose execution is in the best interests of the United States from a 
political as well as an economic standpoint. In its day-to-day operations, the 
bank relies upon the Department of State, through its Division of Economic 
Affairs and through the various United States Embassies for the acquisition of 
necessary information concerning the establishment of new loans and the adminis- 
tration of existing loans. While this arrangement assures that the bank’s opera- 
tions are responsive to United States foreign policy, it is the bank, and not our 
diplomatic agents, which is charged with the responsibility for successful loan 
administration. This procedure has meant that the bank’s loans are not political 
in a primary sense, so as to discourage the necessary sense of responsibility and 


31 22 U. 8. C. 286 (b), 59 Stat. 512. 

% The Council’s Chairman is the Secretary of the Treasury, and its other members are the Secretary of 
State, Secretary of Commerce, the Chairman of the Board of Governors of the Federal Reserve System and 
the Foreign Operations Administrator. 

% See footnote 15. 

% See generally, discussion in Hearings Before Senate Committee on Banking and Currency, 79th Cong. 
Ist sess., on H. k, 3771, and Hearings Before House Committee on Banking and Currency, 79th Cong. 
Ist sess., on H. R. 3771, also S. Rept. 490, 79th Cong. Ist sess., 3 (1945), H. Rept. 911, 79th Cong., Ist sess., 
(1945). 
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initiative required on the part of foreign borrowers. Foreign borrowers from the 
Export-Import Bank know that they are dealing with the United States Govern- 
ment not on a strictly political basis but rather as participants in responsible 
banking transactions with their attendant financial and legal responsibilities. 
This results, among other things, in stimulating a real sense of national pride by 
foreign countries in the accomplishment of mutually beneficial projects with the 
financial assistance of the United States Government, without our Government’s 
usurpation of national prerogatives in other nations’ economic development. 

Thirdly, the Export-Import Bank is made fiscally responsible and accountable 
to other arms of the Government for the proper use of its funds in the excercise of 
its funetions. This is accomplished principally in two ways. First of all, the 
bank’s operations are coordinated with the Government’s overall financial and 
fiscal policies by the Secretary of the Treasury’s important role as Chairman of 
the National Advisory Council, which has already been cited above. The bank 
is subject to other controls by the Treasury. Its lending funds are currently 
obtained by authority to borrow from the Treasury on a public debt transaction 
basis, as specified in the Export-Import Bank Act of 1945, as amended. The 
bank also maintains its checking account with the Treasurer of the United States. 
These procedures enable the Treasury to maintain a day-to-day accounting on the 
bank’s use of its funds. Beyond this relationship with the Treasury, the Govern- 
ment Corporation Control Act of 1945 5 requires the bank, as one of the Govern- 
ment corporations covered under that act, to submit a detailed annual budget 
program to the Bureau of the Budget. This budget is prepared, in accordance 
with statutory directive as a “business-type budget, or plan of operations, with 
due allowance given to the need for flexibility, including provision for emergencies 
and contingencies, in order that the corporation may properly carry out its activ- 
ities as authorized by law.” The Government’s foreign lending operations are 
thus carefully planned and funds earmarked in light of the business nature of 
these operations. The aforementioned act further provides for a regular, care- 
fully conducted annual audit of the bank’s operations by the General Accounting 
Office, thus assuring that the bank is discharging its responsibilities and utilizing 
its funds in a sound manner accountingwise. 

Finally, the bank is required under section 9 of the Export-Import Act of 1945, 
to transmit to Congress a detailed semiannual report of its operations. This report 
and its purpose can be compared to a private corporation’s report to its stock- 
holders. It enables the Congress, through the Committees on Banking and 
Currency of the two Houses, to be kept fully informed regarding the nature of the 
bank’s activities, its earnings, the status of particular loans and the contribution 
which the bank is making toward meeting its statutory purposes of facilitating 
United States trade. 


PAST REORGANIZATION EFFORTS ANALYZED 


The question of how best to administer our foreign lending operations has been 
dealt with before. The many shifts in the bank’s status prior to 1945 have already 
been discussed here. In 1949, the Hoover report on the reorganization of the 
Treasury Department recommended that the activities of the Export-Import 
Bank be transferred to that Department.%® Four of the twelve Commissioners 
preparing this portion of the report dissented from the above conclusion, three of 
them stating that the Department of Commerce was the appropriate repository of 
the bank’s functions.2”7. The fourth dissenter stated forthrightly that the matter 
had not yet been given proper study.%* This area of disagreement suggests that 
the reorganization question had not been examined thoroughly from the stand- 
point of the substantive goals of effective foreign loan administration, as well as 
from the standpoint of the desirable general objective of streamlining overall 
operations of the executive branch. Whether there is need for reorganization of 
our foreign lending operations cannot be determined by an er which does 
no more than search about for an existing executive agency whose activities seem 
to bear the closest relationship, however slight, to the making and administering 
of foreign loans. It cannot be disputed that foreign lending touches importantly 
on other operations of the executive branch. But the bank’s foreign lending 
operations are not duplicated by any existing executive agency. 


% 31 U. S. C. 847, 59 Stat. 598, 

% Letter from the Chairman, Commission on Organization of the Executive Branch of the Government, 
transmitting a report on the Treasury Department, H, Doc. 115, 8ist Cong., Ist sess., p. 12. 

7 H. Doc. 115, 8ist Cong. Ist sess., p. 30. 

% H. Doc, 115, 8ist Cong., 1st sess., p. 11, footnote 8, 
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The relationship of foreign lending to other governmental activities is recognized 
in the existing organization and statutory responsibility of the Export-Import 
Bank as indicated above. The importance of the Treasury’s role in the bank’s 
operations is acknowledged through the Secretary’s chairmanship of the Nationa! 
Advisory Council. Indeed, the nature of this role was the decisive factor in the 
rejection by the appropriate jurisdictional committee of Congress of bills intro- 
duced in the 81st and 82d Congresses which would have transferred the bank’s 
operations and personnel to the Treasury Department, as recommended by the 
majority of the Hoover Report Commissioners.” If the bank’s functions were 
added to those existing functions of the Treasury Department, the Secretary of 
the Treasury would presumably then be the only voice on the National Advisory 
Council for both the general financial policies of the Government and its foreign 
lending operations. Since Reorganization Plan No. 5 of 1953 became effective, 
the bank has been represented, although in a nonvoting status, on the National 
Advisory Council. Yhether this status is consistent with the objectives of the 
Bretton Woods Agreements Act in setting up the National Advisory Council, 
which objectives are to coordinate the policies and operations of the representatives 
of the United States on the (International Monetary) Fund and the (International) 
Bank and of all agencies of the Government which make or participate in making 
foreign loans, or which engage in foreign financial exchange or monetary transac- 
tions, is beyond the scope of this discussion. At any rate, since under the 
reorganization plan the Export-Import Bank is now expressly subject to the 
policy direction of the National Advisory Council, there seems even less reason 
than before for the integration of the bank into an existing agency or department 
of the executive. 

The outright transfer of the Export-Import Bank as a unit to any of the 
executive departments or agencies (assuming agreement could be reached upon the 
identity of such agency) would scarcely meet the Hoover report’s desirable objec- 
tives of efficiency and economy, unless a substantial reduction in personnel and 
operating costs would thereby be effected, without, at the same time, diffusing 
rather than consolidating responsibility for foreign-lending operations. Sueh a 
complete transfer of personnel and management would apparently be necessary 
at this time in any reorganization scheme, since there is no agency adequately 
equipped, personnelwise or operationally, for one of its existing sections or divi- 
sions to simply take over the operations of the Export-Import Bank. The end 
result, therefore, of such a wholesale transfer of the bank’s functions, might be 
complication and confusion of the execution and administration of foreign-lending 
activities by introducing a fertile field for jurisdictional dispute, which has here- 
tofore fortunately been minimized in the operations of the Export-Import Bank. 

The corporate form of the Export-Import Bank’s organization has enabled it 
to administer a large public-loan fund at a low cost to the Government and with 
maximum protection of the Government’s overseas lending investments. The 
bank’s independent corporate identity and its specific power to sue and be sued 
permit the contractual establishment of security arrangements in connection 
with its loans which might not otherwise be easily handled. In this connection 
should be cited the bank’s power to acquire stock through the enforcement of a 
lien or pledge, its ability to join contractually with private banks and enterprises 
in enforcing common rights under its loan agreements, and its utilization of 
private commercial banks in the orderly disbursement of its loan funds. This 
status of the bank further facilitates the marketing of its borrowers’ debt obliga- 
tions in desirable circumstances, thereby enabling the Government to share its 
foreign investment risks with interested private commercial banks and corpora- 
tions on a businesslike basis through easily maintained banking and financial 
channels. 

Performance of these essential banking functions would be administratively 
impeded if the bank’s independent status were changed. The desirable aim of 
efficiency in Government operations might then actually become sacrificed to 
compliance with unrelated departmental or agency procedures without increasing 
or consolidating responsibility for Government foreign-lending operations. 


ADMINISTRATION OF LOANS AND GRANTS 


One important factor which deserves separate consideration in analyzing the 
administration of our foreign-lending activities is the necessity for separating 
the administration of foreign loans from the administration of grants-in-aid. The 


® Report of the Committee on Government Operations, Senate Action on Hoover Commission Reports 
8. Rept. 4, 83d Cong., Ist sess., p. 59, 128 (1953). 
* Bretton Woods Agreements Act, supra, sec. 4(a). 
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distinguishing feature of loan assistance is that loans are made in expectation of 
their repayment and their administration must be geared to this factor. From 
economic, political and psychological standpoints, the maintenance of this distine- 
tion becomes nearly impossible if the agency administering grant assistance is at 
the same time responsible for our foreign-loan financing. Under such an arrange- 
ment, temptations and pressures become strong for both the United States and 
countries receiving our economic assistance to consider loan financing as merely 
supplementary to grant assistance. A combined administration of loan and 
grant financing will almost inevitably blur the essential distinctions between the 
two types of economic assistance. Loans established under such administrative 
arrangements and standards will tend to take on the characteristics of grants and 
are likely to be treated as such by the foreign ‘‘borrower.’’ This has been observed 
from time to time in the case of loans established under the Economie Cooperation 
and Mutual Security Acts. Failure to administer foreign loans in accordance 
with independent banking standards and combining the responsibility for their 
administration with programs for grant assistance can jeopardize the accomplish- 
ment of the economic objectives of Government foreign-lending operations. 

The Government’s lending operations abroad must obviously not conflict with 
the objectives and policies sought to be effectuated by grant assistance. This 
problem of coordination has been met satisfactorfly in the past by the Director 
for mutual security’s representation on the National Advisory Council and by close 
working contact between the bank and the Mutual Security Agency. In this 
connection, it is worthwhile to point out that a proposal to include in the Mutual 
Security Act of 1951 a provision making the Director for mutual security an ex- 
officio member of the Export-Import Bank’s Board of Directors was rejected on 
the floor of the Senate as an implied infringement upon the jurisdiction of the 
National Advisory Council and as being in conflict with the purposes and manage- 
ment standards set forth in the Export-Import Bank Act of 1945, as amended.*! 
By this action the necessity for maintaining administrative separation of the loan 
and grant functions of the Government’s economic assistance activities was 
confirmed. 

STIMULATION OF PRIVATE FOREIGN INVESTMENT 


United States private commercial banking interests have a vital interest in the 
Government’s foreign landing operations. An increase in the flow of private 
capital investment from private industry as well as banking sources is a necessary 
complement to foreign loans by the Government. Government lending must be 
conducted in such a way that it does not compete with private capital and thereby 
possibly impede the flow of private investment funds abroad. 

The above conclusions find statutory expression in section 2 (b) of the Export- 
Import Bank Act of 1945, as amended,” which establishes a policy under which 
the bank is in effect directed to administer its foreign lending funds to the extent 
possible in partnership with private capital. 

It is not the intention here to review the many suggestions for stimulating 
foreign investment by American private capital, but one basic aspect of this 
problem which is frequently p over lightly is immediately pertinent to this 
discussion. It concerns the appropriate form for governmental organization and 
administration of our foreign landing activities which is most likely to encourage 
the maximum participation of private capital sources. In the area of foreign 
loans particularly, the Government’s operations should be administered so as to 
give easy access to interested private banks and other sources of foreign investment 
funds. Indeed, in the case of loan investments, the role of the Government should 
ideally be characterized as one of supplementing private efforts rather than vice 
versa, if the real potentialities of responsible private investment abroad are to be 
realized. 

Through the Export-Import Bank as an independent corporate banking agency, 
the Government has an established direct contact with private banking and 
industrial enterprises. Their interest as potential partners with the Government 
in foreign investment could be discouraged by submerging the Government’s 
foreign lending operations in the administrative channels of strictly Governmental 
operations of a primarily regulatory or planning, rather than business, nature. 
This existing bridge between Government and private business can be logically 
utilized to encourage even greater private investment abroad and to preserve the 





21 97 Co. nal Record 12595 (1951). 

% Sec. 2(b). It is the policy of the Congress that the bank in the exercise of its functions should supple- 
ment and encourage and not compete with private capital, and that loans, so far as possible consistently with 
carrying out the purposes of subsection (a), shall generally be for specific purposes, and, in the judgment of 
the Board of Directors, offer reasonable assurance of repayment. 
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community of interest between business and Government in this field. There 
have been proposals, for example, for the Export-Import Bank to assume policy 
and negotiation responsibilities, as well as administrative operation, in connection 
with Government guaranties of foreign investments against non-convertibility 
and expropriation risks. It has also n suggested that the bank’s statutory 
authority be amplified to permit it to make direct equity investments in foreign 
enterprises to supplement and support private American and foreign equity 
investment in these enterprises. Such functions, if added to the bank’s primary 
lending responsibility, constitute the type of foreign economic activity by the 
Government which an independent banking agency can most effectively perform, 
always bearing in mind that its performance of these functions must be responsive 
to and coordinated with over all United States foreign economic policies, 

One other very important aspect of private participation in foreign investment 
and development activities should be mentioned, particularly with respect to 
underdeveloped areas. This is the contribution which American private industry 
can make in the managerial field by the export of its technical “know-how,” 
even though private financial participation may not be available for particular 
foreign projects. This type of technical and managerial assistance may often 
be more welcome if it comes from responsible private interests rather than gov- 
ernmental sources, since if provided in a responsible manner the possible objections 
of United States political interference are less than if direet governmental channels 
are utilized. Managerial assistance of this kind from American private enter- 
ose has frequently accompanied financial assistance from the Export-Import 

ank. United States business interests have in this way contributed materially 
to the success of the bank’s lending operations, and the scope of the Government- 
business partnership in foreign economic fields has thereby been extended and 
strengthened beyond financial participation, 

A final factor merits consideration in connection with the administration of 
Government foreign lending operations. Collaboration of Government and 
business in this field is less likely to take on the undesirable and politically sensi- 
tive aspects of either a subsidy or a “handout,” if stimulated on the governmental 
side by an independent banking agency such as the Export-Import Bank. The 
bank can engage in businesslike negotiations with individual private investors 
and exercise independent banking judgments as to the merits of particular trans- 
actions, without having to force those transactions into the framework of an 
overall foreign economic program for which it is also administratively responsible 
and for the execution and operation of which it must rely on a specified lump-sum 
appropriation from the Congress. 


CONCLUSION 


The contribution which the Export-Import Bank has made toward the successful 
accomplishment of its statutory purpose of facilitating United States trade has 
been largely dependent upon its ability to exercise its banking powers as an 
independent corporate agency. The long-range benefits to United States trade 
from the bank’s financing activities have aspects of particular importance today 
which indicate the special necessity for continuing this status in light of present 
world economic conditions calling for stepped-up measures to strengthen our 
international trade. In this connection the December 30, 1952 Report of the 
European and Near Eastern Subcommittee of the House Committee on Banking 
and Currency,* investigating the loan activities of the bank, states: 

“In fact the members of the mission were impressed with the fact that the 
benefit from Export-Import Bank financing of the export from the United States 
of capital equipment was far overshadowed by the long-term benefit, to United 
States foreign trade derived from what that equipment produced when in place 
and at work in the foreign country. In fact it helps that country earn or save 
its foreign exchange and hence to begin to stand on its own feet. The members 
of the mission recognize that the more solvent the customer or the supplier, the 
healthier the trade between the buyer and the seller. It seems that the Export- 
Import Bank in thus financing sound economic development projects in other 
countries is doing more fundamentally to fulfill its basie statutory purpose of 
financing and facilitating the foreign trade of the United States than in any other 
way. 

The bank’s future activities in this direction must continue to be responsive to 
our foreign economic policies and to be coordinated with related activities of 


% Report of Investigation of Export-Import Bank Loan Activities by subcommittee of the House Com- 
mittee on Banking and Currency pursuant to H. Res. 436, 82d Cong. 
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other portions of the executive branch. Whether existing means for this coordina- 
tion need to be strengthened and how this would be done are outside the immediate 
scope of this discussion. But impairment of the bank’s ability to operate as a 
bank in the performance of its statutory mission, by removing its independent 
corporate status, will not contribute to administrative efficiency and economy 
in the operations of the executive branch, nor to effective accomplishment of the 
objectives of our foreign lending operations. j 


Mr. SramBauGuH. Here is a review of outstanding loans of the 
bank, by W. D. Whittemore. 


BioGRAPHICAL SkEtTcH oF W. D. WuitTreMorE 


Lineage: Old New England stock of many generations’ standing on both sides 
of the family. 

Education: Grade schools; high schoo] at Central Falls, R. I.; Dartmouth 
College, A. B.; ®BK; Amos Tuck School of Business Administration (affiliated 
with Dartmouth) M., C. 8. 

Experience: Seven months, clerk in training for foreign service with Inter- 
national Banking Corp.; 5 years as subaccountant with IBC, Shanghai, China; 
1 year as accountant, IBC, Yokohama, Japan; 144 years as manager, foreign ex- 
change department, IBC, San Francisco, Calif.; 2 years as submanager, IBC, 
Manila, Philippine Islands; 4 years as agent, IBC, San Francisco, Calif.; 7 years 
as branch manager, IBC and the National City Bank of New York, Yokohama, 
Japan, Manila, Philippine Islands, Kobe and Tokyo, Japan; 3 years as agent, 
IBC, San Francisco, Calif.; 4 years in head office of the National City Bank of 
New York, 55 Wall Street, most of the time with rank of assistant cashier; 4 years 
as manager of Dairen branch of the National City Bank. 

Fifteen and one-half years with Export-Import Bank as vice president, of which 
4 years (1942-45) a member of the former board of trustees, and since March 1946 
with the dual assignment as treasurer. 


A Review or OvTsTANDING LOANS or THE Export-Import BANK 
By W. D. Whittemore, Treasurer 


By far, the largest portion of our loans have been made to foreign governments 
or foreign governmental entities, or to central banks, or to other entities with 
payment guaranteed by the foreign government or central bank or other banks. 
Governments, as obligor or guarantor, pledge full faith and credit which, in 
diplomatic circles, may not be questioned. Banks, central or private, are 
notoriously jealous of their credit standing, their major asset. This is best 
illustrated by our experience with a credit granted to a Polish bank in November 
1938 to finance the export to Poland of copper and cotton. Slightly more than 
one-half of the total line had been disbursed before the outbreak of World War II. 
Not long after V-E Day, the Poles came in, acknowledged the debt and agreed 
to a refinancing calling for payments over a period of 4 years from April 1953 to 
October 1956 and including all accrued interest. Repayments have been faith- 
fully made as arranged. 

Barring another world cataclysm, Export-Import Bank might well expect in 
time to recover its advances in full, although in some cases a rearrangement of 
maturity schedules might be found desirable or necessary, by no means a novel 
procedure in financial operations, foreign or domestic. 

To the extent that present experience may be a guide to the future, I may say 
that all of our intergovernmental loans (all others for that matter) are current 
with the exception of 5 loans to 1 country where payments of principal and 
interest are in arrears but where the loans have not been declared in default and 
written off against reserves because it is believed that the arrearages will eventually 
be paid. 

Of our intergovernmental loans, 3, approved in September 1945 in the total 
amount of $655 million of which now outstanding $495,915,473, arose from our 
Government’s lend-lease commitments to 3 foreign countries and were transferred 
to us because of provisions in the Lend-Lease Act. The United States Govern- 
ment was obligated in respect of many products and commodities, the delivery 
of which was then in the so-called pipeline or the manufacture of which had been 
ordered but not completed. We were thus simply taking over an obligation of 
another agency of the United States Government. Seven loans granted im 1945, 

1946, and 1948 in the total amount of $940 million, of which roughly $992 million 
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were disbursed and $834,600,000 are currently outstanding, were reconstruction 
loans made in an effort to help Europe get back onto its economic feet following 
the war before the International Bank for Reconstruction and Development 
could start operations. To some extent, these reconstruction loans had at least 
the tacit approval of the Congress. 

Parenthetically, the bank has made a couple of small reconstruction loans to 
South American countries. 

Three loans, one each to Argentina, Brazil and Chile in the aggregate amount 
of $450 million, of which $29,613,000 were not utilized, were, frankly, dollar- 
exchange loans. They were made directly or indirectly to central banks to 
enable the banks to liquidate past-due accounts owing to United States exporters 
and other entities and thus assist in getting trade moving again on normal com- 
mercial terms instead of cash on the barrelhead. Our expectations have been 
realized to a considerable extent. 

We have set up two so-called industry credits to assist groups of machine tool 
makers, complementary, not competitive within each group, in financing the 
export of their products to various South American countries on the intermediate 
credit terms offered with the assistance of their banks or governments by European 
manufacturers of similar articles. The lines of credit, Amertool Services, Inc., 
$3 million, and Machine Affiliates Trading Corp., $1,500,000, are on a revolving 
basis, repayment by installments within 2 or 3 years, secured solely by cash de- 
posit in a reserve account of 33 percent of amounts outstanding. No recourse 
to Amertool or Matcorp or their constituent companies. Such a reserve should 
be ample protection. 

A large number of loans have been granted to foreign private business entities 
without governmental or bank guaranty of repayment, but only after a most 
exhaustive analysis of all credit aspects, including underlying equity capital, 
profit probabilities, caliber of management, engineering studies, market conditions 
and prospects, etc., ete. In most cases, the projects promise to be self-liquidating 
from the dollar pomt of view; i. e., the end products could be sold abroad for 
dollars or would replace necessary imports which must be paid for in dollars. 
Prominent among these end products are cement, zinc, high-grade iron ore, 
manganese, nickel, sulfur, tungsten, and uranium, 

I will now comment upon a few of the more significant of these loans. 

In at least 11 of these loans there is a very substantial amount of United 
States capital invested in the foreign entities; e. g., 3 loans to subsidiaries of 
American & Foreign Power Co. in Brazil and Cuba; 1 to Cimento Aratu, S. A., 
Brazil, a subsidiary of the Lone Star Cement Co.; 1 to Cia. Brasileira de Estireno, 
Brazil, controlled jointly by Koppers Co. and Firestone Rubber Co.; 1 to Cerro 
de Pasco Corp., Peru; 1 each to Sociedade Brasileira de Mineracao Ltda., and 
Industria e Comercio de Minerios, 8. A., for production of manganese ore. 
United States Steel was to have a large interest in the former which, incidentally, 
may not be finally concluded, while Bethlehem Steel will be interested in the 
latter. There are large private citizen investments in Steep Rock Iron Mines, 
Ltd., Canada (high-grade iron ore), in which Inland Steel Co. and Cleveland 
Cliffs Iron Co. are deeply interested; Mexican Gulf Sulphur Co. and Pan Ameri- 
can Sulphur Co., Mexico. These last two perhaps are more highly tinged with 
a speculative aspect than any of the others just mentioned. The sulfur is there 
all right, but it has still to be proven that it can be readily extracted by the 
Frasch process. However, the odds appear to be quite favorable. 

In addition to the strategic and economic aspects of many of these loans, there 
is the further important aspect of the bank’s assistance in the export of American 
capital and American know-how. 

wo substantial loans in which the suppliers have participated on their own 

account to a sizable extent have been granted to the Paulista Railway of Brazil 
to finance its purchase of locomotives, cars, airbrakes, couplers, etc. This is one 
of the best managed railroads outside of the United States. Slightly over one- 
fourth of the first loan of $8,817,600, approved in June 1950, has been repaid. 
The second loan of $7 million, approved in June 1952, has not been fully dis- 
bursed; repayments of principal do not start until June 1955. Our experience 
over the years has been excellent. 

Worthy of comment is a loan granted in October 1949 of $3,806,200 to Empresa 
Intl. de Transportes Ltda. of Brazil for the purchase from Higgins, Inc., Louis- 
iana, of some ferryboats and converted LST vessels. Higgins, Inc., was sorely 
in need of work for its shipyard to keep its employees on the payroll. The 
Empresa is owned by the Jafet brothers, prominent capitalists of Brazil, one 

f te having been recently president of the Banco do Brasil. Slightly less 
than one-half of the loan has already been repaid. 
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In July 1947 the bank approved a loan in the amount of $7,250,000 in favor 
of Fertilizer and Chemical Industries of Egypt to finance the cost of United 
States materials and services for the construction of a fertilizer plant. Egypt 
has long been an importer of fertilizer, probably necessary to maintain produc- 
tion of food from her fertile but perhaps somewhat exhausted areas. The 
Fertilizer and Chemical Industries of Egypt is owned by one of Egypt’s major 
capitalists who has a record of successful progress and management. he 
difficulty was that while he had or could control substantial amounts of Egyptian 
pounds, he could not obtain the necessary United States dollars. This project 
seemed desirable from all economic and financial aspects. The plant was built 
according to plans and under the supervision of a leading United States firm 
engaged in that field of activity. 

To wind up these comments, I must refer to what I considered one of the 
most constructive pieces of financing that the EIB has ever undertaken, viz, 
the loans to Companhia Vale do Rio Doce in Brazil: 


Loan authorized: Amount 
Seer me Beamon t Ss eet ccupleeiensin dc ace dast a2 ....-.-. 1$14, 000, 000 
Bette eet ke ec Set. Sees Shek. se. S : 2 5, 000, 000 
Feb. 19, 1947___-.--- sts bea. 22 Jaw Gisdea wile as 37, 500, 000 
meee, BOSS ot SO i es Al) oe tet ad ech Jl 41, 070, 677 


Of which $7,667,910.78 repaid. 

2 Of which $615,400.61 repaid, 

* Of which $1,250,000 repaid, 

4 Of which $112,500 repaid. 

The first loan was granted during the war years, largely as a strategic move. 
There was no guaranty; payment was to come from a percentage of returns from 
the sale of ore and from traffic on the railroad. The other three loans, subse- 
quently granted, carry the guaranty of the National Treasury of Brazil. There 
was involved both a mining and a railway-transportation-to-seaboard problem, 
the latter being the more difficult and expensive. Here is a mountain of high- 
grade ore, easily mined but some 350 miles from tidewater, readily marketable, 
even highly desired on the eastern coast of the United States. As Brazil is an 
importer of coal, the ore ships were assured of a return cargo; ore for our eastern 
steel mills; substantial dollar earnings for Brazil. The development and improve- 
ment of service on the railroad opens up a potentially productive but sparsely 
populated area hitherto practically neglected. All aspects most decidedly favor- 
able. 

Finally, as a minor and perhaps wholly gratuitous contribution to your study 
of the EIB, I am presuming to quote excerpts from a memorandum I wrote, at 
the then chairman’s request, to the bank’s Board of Directors, dated November 
17, 1948. I hold today the views therein expressed. 

The United States has become a great creditor nation with industrial capacity 
far in excess of the needs of our home market, to the extent that general opinion 
holds that the United States must export in order to keep industry going at any- 
where near capacity and to avoid heavy unemployment. The same statement 
was made prewar at a time when exports versus imports were at the ratio of 3 to 2 
and when our industrial capacity was much, much smaller than it is today. In 
spite of shortages here and there, our exports versus imports are now running at 
the ratio of 2 to 1, and the total figures on both sides are 4 to 5 times larger. 
Imports of raw materials and various and sundry other articles not readily pro- 
duced here, plus so-called invisible exports, are not and will not be sufficient to 
offset the volume of export required to keep activity of industry and employment 
at the desired level, 

Accordingly, the only solution to the problem —— to be the export of capital 
in the form of loans or investments. Holland, Great Britain, and some other 
nations achieved their important positions in the field of world trade and finance 
by their export of capital. We tried it in the gay 1920’s, mostly on a loan basis, 
the loans being improperly conceived and badly made, with the result that our 
ope aeee was terrible. 

Nevertheless, I believe that the pressure of accumulating surplus capital will 
sooner or later induce the owners thereof to take some of it abroad where the 
promise of investment opportunity and higher return is brighter, and I also be- 
lieve that sooner or later foreign nations, particularly those in Latin America, will 
recognize the value and the importance of the influx of United States capital and 
know-how in developing their economies and will welcome the capital and give it 
a fair deal. 
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Meantime, and until private capital recovers its courage, it may well be that 
Export-Import Bank should lend a hand. Experience has shown that our best 
customers are the more highly industrialized nations, e. g., Britain, Canada, pre- 
war Germany. Of course, the spread of industrialization in less develo; coun- 
tries means to United States interests the loss of markets for some products; but 
it also means the gaining of bigger and better markets for other products, the net 
balance being preponderantly plus. The same gaining and losing of mark@ts in 
the purely domestic field goes on continually. hange is the order of life. 

Accordingly, I have long believed that if our makers of high policy deéide that 
a Government agency, Export-Import Bank or another, should function during 
the period of private capital timidity and should encourage industrial development 
in foreign countries by means of extending financing facilities, such financing 
should be extended on an equity and not on a loan basis. My belief is predicated 
on the fact that equity financing entails a charge upon the foreign country’s 
exchange resources only to the extent of profits or dividends remitted, the capital 
being permanent investment, while loan financing entails a charge for both interest 
(corresponding to dividends) and amortization of principal. To a large extent 
amortization of loans means really a mortgage upon future trade. 

Export-Import Bank or another agency should then, in my opinion, have 
authority to buy, hold, and sell common and preferred stocks. When success of 
any enterprise shall have been proven, the opportunity to sell out the holdings 
would undoubtedly be presented. The sale could be made to private United 
States investors without pressure on the foreign country’s exchange position. 
The sale could be made to citizens of the foreign country when that country’s 
exchange position could stand the strain. 

I have in mind financing to privately owned companies, not Government corpo- 
rations, though it is conceivable, however not likely, that under certain circum- 
stances participation in financing some such corporation might be feasible and 
desirable. I personally have an aversion to making venture capital loans on 
conditions whereunder, if the business turns out to be even half as successful as 
estimated, our loans will be repaid with a modest interest and the owners will then 
have something better than a first-class gold mine. Why not share profits as well 
as losses, notwithstanding the fact that the making of investment profits is not 
even a minor factor in our calculations? 

I fully realize the implications and the difficulties inherent in my suggestion. 

1. Government in business, though supposedly only for the bridging period and 
until we could unload. Certainly the Government would be in business; but so 
it is when we finance the same venture in the form of a loan, and then without any 
voice in the management, no knowledge of impending trouble, and no opportunity 
to take steps to protect our interests. 

2. The question of representation on boards of directors and the extent of 
control. This would appear to be a matter of negotiation. 

3. The attitude of foreign governments toward our participation, whether with 
all foreign or all United States private capital, or mixed ownership. This again 
would appear to be a matter of negotiation, coupled perhaps with consultation 
with the foreign government authorities. 

4. The possibility of losses arising from poor ventures, faulty management, 
confiscation without just compensation, exchange devaluation, or just plain 
economic depression. Here the crux of the matter, as always, is thorough analysis 
and sound judgment on the part of the bank’s or agency’s staff, executive officers 
and Board of Directors. I believe that the risks of loss under equity financing 
would be only slightly, if any, larger than under loan financing. 

5. Group pressures against financing of a particular enterprise. This could be 
a very high hurdle to overcome, could even kill the particular project or the whole 
program. It would require courage of a high order to act counter to the group 

ressure. 
. For the reasons indicated in the foregoing, and I stress again the necessity, as 
I view the future, of paying full regard to the anticipated effects of our financing 
operations on international balance of payments, I believe that the Export-Im- 
port Bank Act should be amended to permit our ownership of equities. 


Mr. Stampavenr. Our next memorandum is entitled ‘Financial 
Assistance by the Export-Import Bank for the Production Abroad of 
Essential and Strategic Materials,” by Richardson H. Rowntree. 
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BrioGRAPHICAL SKETCH oF RicHaRDsoN H. RownTREE 


Born: Chicago, Ill., November 24, 1901. 

Education: Broadway High School, Seattle, 1914-18; University of Wash- 
ington (Seattle): Bachelor of business administration (foreign trade), 1924, 
master of business administration (marketing), 1926; Ohio State University 
(Columbus): Doctor of philosophy (economies), 1934. 

Principal professional experience: Graduate assistant, instructor, assistant 
professor, associate professor (in absentia) of economies, Ohio State University, 
1926-44; economic analyst, assistant to the Director, and Assistant Deputy 
Director, -various Government agencies in Washington, D. C., 1944—46; economic 
adviser and Executive Director, United States Philippine War Damage Commis- 
sion, Manila, Philippines, 1946-48. 

Export-Import Bank experience: Financial economist (international), special- 
ist in Latin America, May 1948 to November 1950; specialist in essential materials 
financing, since November 1950, involving discussions with prospective borrowers, 
coordination of work by members of the staff of the bank, liaison with other agen- 
cies of the Government, and membership in interdepartmental committees, in 
connection with financing the production abroad of essential materials: Includes 
participation in credit negitiations involving Angola, Argentina, Austria, Ba- 
hamas, Bolivia, Brazil, British Guiana, Canada, Chile, Colombia, Costa Rica, 
Cuba, Dominican Republic, Eritrea, Germany, Greece, Haiti, Honduras, India, 
Indonesia, Italy, Korea, Madagascar, Mexico, Morocco, Mozambique, New 
Zealand, Nicaragua, Northern Rhodesia, Panama, Paraguay, Philippines, Peru, 
Portugal, Spain, Surinam, Turkey, Uganda, Union of South Africa, Uruguay, 
Venezuela, and Yugoslavia, and membership in Export-Import Bank missions to 
Ecuador, Peru, and New Zealand (Chief of Mission). 

Principal publications: Economies for Engineers (coauthor), McGraw-Hill 
Book Co., Ist edition, 1931; 2d edition, 1938; Articles in American Economic 
Review, Journal of Engineering Education, etc. 


FINANCIAL ASSISTANCE BY THE Export-ImMporT BANK FOR THE PRODUCTION 
ABROAD OF ESSENTIAL AND STRATEGIC MATERIALS, JULY 1, 1950, ro JuNnx 30, 
1953 

(By Richardson H. Rowntree, Economist) 


Loans to finance the purchase of United States materials, equipment, and serv- 
ices required to expand the production abroad of essential and strategic materials 
do not represent a new activity for the Export-Import Bank. Such loans have 
been made from time to time since the end of World War II. 

Since the outbreak of hostilities in Korea and inauguration of the defense pro- 
gram, however, financing for the production of essential and strategic materials 
has occupied a much more important place in the work of the bank than thereto- 
fore. This increasing emphasis upon financing for the production of materials 
essential to the defense effort of the United States and friendly nations is indicated 
by the data shown in table 1. 


TABLE 1.—New credits authorized, fiscal years 1948-53 
[Thousands of dollars} 





| Credits for 


Total credits | a 


materials 


1947-48 to 1949-50 $1, 045, 011 $47, 740 
1950-51 to 1952-53 1, 517, 161 288, 885 


Whereas loans for essential and strategic materials production represented less 
than 5 percent of all credits authorized in the 3-year period ending on June 30, 
1950, such loans in the 3 years beginning on July 1, 1950, represented 19 percent 
of all new authorizations by the bank under authority of the Export-Import Act 
of 1945, as amended. In addition to the loans shown in table 1, moreover, a 
total of $72,479,760 of credits for the same purpose had been established by the 
bank by June 30, 1953, pursuant to and with funds provided under the Defense 
Production Act of 1950, as amended. 
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Lending activities under the provisions of the two acts referred to above will 
be treated separately. Loans pursuant to the Export-Import Bank Act are 
discussed in part I of this paper, development of the bank’s authority to make 
loans under the Defense Production Act is presented in part II, and the defense 
loans themselves are discussed in part III. The financing of ancillary facilities 
is on in part IV, and activities pursuant to Public Law 759 are mentioned 
in part V. 


I. ACTIVITIES PURSUANT TO THE EXPORT-IMPORT BANK ACT OF 1045, AS AMENDED 


Loan authorizations to assist in financing the production abroad of essential 
and strategic materials, pursuant to the Export-Import Bank Act of 1945, as 
amended, totaled $288,885,376 in the 3-year period from July 1, 1950, to June 
30, 1953. A breakdown of this total according to the material to be produced 
appears in table 2, and details of the individual credits are shown in exhibit A. 

hese credits may be divided into three groups. One group, with total author- 
izations of $53,856,500, includes loans for projects the products of which for one 
reason or another will not be imported into the Uni States. Thus the ferro- 
manganese plant in Chile, and the steel mill expansions in Brazil, Chile, and 
Mexico, although they will produce increased quantities of essential materials as 
a consequence of the bank’s loans, will supply markets outside the United States. 
Credits for the production of sulfur in Mexico were intended to increase world 
supplies, and so to reduce the drain upon the United States which, as an exporter 
of sulfur, found it difficult simultaneously to meet its domestic requirements 
while also supplying the needs of friendly nations. Similarly, increased produc- 
tion of sulfur in Argentina under one of the bank’s credits, by assisting that 
country to produce domestically a larger portion of its requirements, will corre- 
spondingly decrease its demand upon world supplies. One ae #9 of each of 
these credits thus was to relieve some of the pressure from abroad upon United 
States industries which would be overtaxed in supplying any defense effort. 

A second group, with total authorizations of $20,467,000, consists of two credits 
for ancillary facilities to provide electric power and port facilities for the produc- 
tion and shipment of essential materials. 


‘TaBLE 2,—Essential and strategic materials loans authorized pursuant to the Export- 
Import Bank Act of 1945, as amended, from July 1, 1950, to June 30, 1953, by 
purpose and country! 











Purpose ae Country 
I I oi. ode ine ctincininecotipactoneambantt $1, 150,000 | Chile. 
en, . an cena mussel wale oalcts tone 700, 000 | Canada. 
II hd. | nda d sewn adgheodilaineobcdeeeduw , 055, Brazil. 


Nickel and cobalt productio: 
Steel mill expansion __.._-.-- 
Sulfur production. 

Tungsten mining ._.............- Argentina, Bolivia, Peru. 
Uranium production -... -. ~~. Australia, South Africa. 
Zine processing... .......-. 


: a , 800, Peru. 
Ancillary facilities............ ‘ Angola, South Africa. 


Canada. 
Brazil, Chile, Mexico. 
Argentina, Mexico. 








1 For details of individual credits see exhibit A. 


The remaining and largest group of credits, with total authorizations of 
$214,561,876, provided financial assistance for projects abroad the products of 
which must be imported by the United States. Supplementation of domestic 
supplies of cobalt, high grade iron ore, manganese, nickel, tungsten, uranium, and 
zine appears necessary to the success of any extensive defense program. Thus a 
portion or all of the minerals to be produced as a consequence of this group of 
bank loans are under contract of A wer by the United States Government or 
industrial enterprises in the United States, or are under option for such purchase. 
In each case, moreover, the value of minerals to be imported exceeds by a wide 
margin the principal of and interest on the related loan made by the bank. Thus 
the various loans not only will be repaid out of the proceeds of such purchases 
by the United States, but also the considerable remaining balance of those proceeds 
will represent for the countries concerned an increase in their receipts of dollar 
exchange which then will be available to pay for an expansion of their general 
trade with the United States. 
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Legislative authority 

Section 2 of the Export-Import Bank Act of 1945, as amended, provides in 
part as follows: 

“(q) * * * The objects and purposes of the bank shall be to aid in financing 
and to facllitate exports and imports and the exchange of commodities between 
the United States or any of its Territories or insular possessions and any foreign 
country or the agencies or nationals thereof * * *. 

“(b) It is the policy of the Congress that the bank in the exercise of its functions 
should supplement and encourage and not compete with private capital, and that 
loans, so far as possible consistently with carrying out the purposés of subsection 
(a), shall generally be for specific purposes, and, in the judgment of the Board of 
Directors, offer reasonable assurance of repayment.”’ 


Loan criteria 

Each application for a loan to assist in financing the production abroad of 
essential and strategic materials accordingly is scrutinized to determine whether 
it meets the bank’s usual criteria for loans. In the case of a mining project, for 
ser r= the principal criteria include the following: 

1. The financing requested would be used for the purchase of United States 
materials, equipment, and supplies. 

2 Ore reserves have been proven up, by generally accepted methods, in an 
amount sufficient to assure that the proposed purchase contract can be readily 
fulfilled within, or that the projected scale of operation can be sustained for more 
than, the life of the loan; 

3. Extraction of ore and its treatment will be by known and proven methods; 

4. Estimated costs of extraction, treatment, and shipment appear to be such 
as will yield a reasonable profit.to the owners, under contract floor prices or 
probable market prices, after due allowance for all expenses including interest 
on and amortization of the requested loan; 

5. Management of the enterprise will be by persons of good reputation who 
are experienced in the particular type of operation contemplated; 

6. A suitable floor price or other type of purchase contract for part or all of 
the mineral to be produced can and will be arranged with the United States Gov- 
ernment or with United States industrial entities or, in the absence of such a 
contract, evidence can be produced to show the need for the material and the 
probable adequacy of its market during the life of the loan; 

7. Assignment will be made to the bank from the government or other 
purchaser, where a purchase contract can be arranged, of such portion of the 
proceeds of each sale thereunder as will be sufficient to repay the loan with in- 
terest within the life of the purchase contract; 

8. Where necessary, the bank can be furnished a suitable guaranty by com- 
mercial institutions or banks, or by the central bank or government concerned, 
of repayment in dollars of both principal and interest; and, where necessary, 
the bank can be furnished suitable exchange assurances by the country concerned; 

9. A reasonable portion of the entire cost of the project will be met by the 
investment of equity capital; 

10. Evidence shall show that the financing requested cannot be obtained on 
reasonable terms from private sources in the United States or elsewhere; 

11. The project shall demonstrate general economic, and specific dollar ex- 
change, benefits to the country in which it will be located; and 

12. Title to concessions and the legal right of the enterprise to operate as planned 
shall be clear, and there shall be satisfactory assurance that the government of 
the country concerned is aware of the project and the proposed method of finane- 
ing, and does not have objections thereto. 

o the extent that the material for which financial assistance is requested is 
unusually essential for the defense effort, however, the bank has permitted relaxa- 
tion of one or another of these criteria although in all cases it has insisted that there 
shall be reasonable assurance of repayment. This point was explained to a sub- 
committee of the Committee on Banking and Currency by Mr. Herbert E. Gaston, 
then Chairman of the Board of Directors of the bank, in a hearing on August 28, 
1951, on 8S. 2006 (see p. 10 of the hearings), as follows: 

‘““ * * * We are now making a considerable number of loans of a slightly dif- 
ferent character; loans for the production abroad of manganese, of tungsten, of 
sulfur, of nickel, of uranium, and of other scarce materials that are regarded as 
critically essential for our defense program. We are making them in the interest 
of national security. Although they are being made with all safeguards appropri- 
ate under the circumstances, it will be appreciated by this committee that our 
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national interest may require that in some instances greater risks be taken in this 
type of loans than in others made by the bank. 

“Accordingly, the Board of Directors is prepared to give liberal interpretation 
to the statute of the bank in connection with loans for the development of raw 
materials abroad which are deemed by the defense authorities to be essential to 
our preparedness program.”’ 

As will be shown in the following sections, it has been one or another of the pol- 
icies of the bank rather than its statute which actually has been given a more 
liberal interpretation in these cases. 


Special. features of essential materials loans 


The credit to expand the production of ferromanganese, and the 4 loans for 
steel-mill expansion, shown in table 2, generally are typical of the normal credit 
policies of the bank. Each of the remaining credits summarized in table 2 in- 
volves some feature which illustrates the remarks of Mr. Gaston which were 
quoted above and indicates the flexibility required of the bank in arranging 
financing for projects of this type. The more important features are as follows: 

Need for the material.—In determining whether to give consideration to a credit 
application for assistance in financing the production abroad of an essential or 
strategic material, the bank has sought information from various agencies of the 
Government regarding the degree of need for each of the materials in question. 

During the first vear of the period under review, this information was obtained by 
inquiries addressed to the Defense Minerals Administration, the National Security 
Resources Board, the Munitions Board, the General Services Administration, 
commodity specialists of the Department of Commerce, and others. In the ensu- 
ing years, the Defense Materials Procurement Agency provided an additional 
source of such information. In mary cases, the fact that the General Services 
Administration or the Defense Materials Procurement Agency was prepared to 
sign a purchase contract to procure the material in question has been an indication 
of such need. During the last 2 years, the authority of the Department of Agri- 
culture, the Defense Production Administration, and the Defense Materials Pro- 
ecurement Agency to certify to the bank as to the essentiality of a project, in a 
manner to be explained in a succeeding section, has been helpful in this regard. 
At all times, nevertheless, the bank has endeavored to corroborate the views as to 
need which were expressed to it by any one agency, through obtaining information 
from other public and private sources. 

At the time the bank authorized the first and one of the largest of its loans for the 
mining of strategic materials in the period under review; namely, credit No. 491 
production of manganese ore in Brazil, for example, a meeting was held on Febru- 
ary 14, 1951, with Senator Hunt, chairman of the Subcommittee on Stockpiling 
of the Armed Services Committee. Also present at this meeting in addition to 
officers of the bank were representatives of the Munitions Board, the General 
Services Administration, and the Defense Minerals Administration. Among the 
subjects discussed in addition to the need of the United States for this ore was 
the matter of priorities for the machinery and equipment required from the 
United States for this project. The willingness of the Defense Minerals Adminis- 
tration, at that time the claimant agency for such priorities, to make the necessary 
overtures to the Defense Production Administration for the priorities required 
was indiative of the importance attached to development of the project in question. 

United States purchase options or contracts.—Credit No. 483 for a zinc refinery 
in Peru was euthorised prior to inauguration under the Defense Production Act 
of the program of procurement contracts for materials to be resold to United 
States industry, and at a time when a procurement contract for stockpiling of 
zine could not be given due to the lengthy construction period requi by the 
borrower for installation of equipment. On the advice of the General Services 
Administration, however, the bank included as a condition of the loan a require- 
ment that, so long as any portion of the loan remains outstanding and unpaid, 
the borrower will offer to the United States Government, on terms subject to 
negotiation, the zine to be produced from these facilities. 

In all but two of the remaining mining credits, the borrowers contracted to sell 
to the General Services Administration a portion or all of the mineral to be pro- 
duced. The two exceptions, credits Nos. 494 and 516, involved loans to assist in 
financing the production of sulfur in Mexico by the Frasch process. Since the 
United States is the leading exporter of this commodity, it a uneconomic 
in these instances to require a foreign producer to deliver sulfur for sale in the 
United States. In lieu thereof, these producers agreed to inform the United 
States Government of pertinent details of each sale made by them to foreign 
buvers. 
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Production methods.—All but one of the mining credits involved the use of 
generally accepted methods of extraction and treatment. The exception eventu- 
ally was provided by credit No. 483 for the production of zinc. The credit was 
authorized to cover use of the established method of electrolytic refining. Within 
a few months after that authorization, however, the borrower learned of pilot-plant 
tests by the developer of a new electrothermic method of refining zine which 
appeared to have significant advantages for an operation in the Peruvian high- 
lands. One of these was a lower capital cost. The bank and the Cerro de Pasco 
Corp. thereupon agreed to permit substitution of the newly developed method 
for the established one if and when the borrower determined, and the bank agreed, 
that the electrothermic method would be technically and economically advan- 
tageous. It was not until extensive tests on a commercial scale had been com- 
pleted that the borrower and the bank agreed on June 3, 1953, on use of the new 
method, although construction meanwhile of power and other facilities in the 
Peruvian Andes had been carried forward by the company without delay. * 

Private-capital participation.—For the credits, other than for steel mills and a 
ferromanganese plant, for essential materials production during the 3 years 
beginning on July 1, 1950, an estimated 64 cents of other funds were invested on 
the average for each $1 loaned by the bank from its own funds. This ratio of 
other investment to loan funds was lower than the overall estimate of more than 
$1.50 of other investment to each $1 of bank loan made on all credits to or for the 
use of private entities during the last 5 years. 

The amount of equity investment in individual cases varied considerably from 
the average figure of 64 cents per $1 loaned, the minimum figure being about 34 
cents, and the maximum, more than $2.10. In one instance, provision was made 
in the loan at the request of the borrower for financing to cover the possible 
effects of inflation, and the minimum figure cited is based on probable actual cost 
rather than possible inflated cost. 

Non-United States expenditures —Although it has been the policy of the bank 
that its loans generally may be used only to reimburse borrowers for expenditures 
for United States materials, equipment, and services, several exceptions have been 
approved for essential materials loans. Thus, in credits Nos. 491 and 533 for the 
production of manganese ore in Brazil, and credit No. 499 for the production of 
tungsten concentrates in Peru, the respective borrowers were authorized to defray 
under the credits a portion of their local-currency expenditures because the funds 
available to them in local currencies were insufficient for the purpose. The credits 
for the production of uranium by a number of mining companies in Australia and 
South Africa, credit No. 534 for the production of nickel and cobalt in Canada, 
and credit No. 505 for the production of manganese in Mexico, also permitted 
inclusion of local-currency costs in the items to be financed. 

Assignments.—In each case in which a borrower is able to enter into a contract 
to sell to the General Services Administration the mineral to be produced, the 
bank has sought an agreement under which that agency will pay directly to the 
bank an agreed portion of the proceeds of each purchase as it is made. The funds 
thus received are credited by the bank first to payment of interest on, and then 
to prepayment of the principal installments of, the borrower’s obligation to the 
bank. 

In a few cases it has not been possible or desirable to effect an arrangement of 
this sort. Credit Nos. 494 and 516 were made to assist in financing the production 
of sulfur in Mexico. Since the United States is an exporter of this commodity, 
no purchase contract and so no assignment thereunder could be arranged. Credit 
No. 534 for the production of nickel and cobalt in Canada, although based upon a 
purchase contract, was to a large and well-known company, and represented only 
about one-fourth of the total financing required. It was concluded in this case 
that an assignment would have been an unnecessarily cumbersome device. 

Guaranties to the bank.—In financing the production of essential materials 
abroad, the bank has not usually sought guaranties of repayment, but they have 
been obtained in a few instances. For example, in credit No. 495 for the produc- 
tion in Argentina of tungsten concentrates for sale to the General Services Admin- 
istration and of sulfur for Argentine consumption, the Government of Argentina 
interposed objection to the use of assignments. In lieu thereof, the Central Bank 
of that country arranged to guarantee payment of both principal and interest to 
the Export-Import Bank. 

Credit No. 499 for the production of tungsten concentrates in Peru presented a 
different problem. Although the borrower had an excellent reputation, it was a 
relatively small and closely held family company. A guaranty of repayment 
accordingly was arranged by the borrower, the guarantors being two well-known 
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commercial firms with whieh it was accustomed te doing business in South Amer- 
ica; namely, Mauricio Hochschild y Cia., Ltda., of Peru, and the South American 
Mining Co., of Argentina. 

Of a distinctly different nature was the situation presented by credit No. 498 
for the production of uranium by a number of mining companies in the Union of 
South Africa. This activity was undertaken by the bank at the request of the 
Atomic Energy Commission but, by the nature of the case, it was not possible 
for the bank to obtain the usual engineering and financial information on which 
to base a judgment of creditworthiness. These individual credits thus were 
authorized, in the absence of technical study, simply upon the request of the 
Commission and upon its guaranty to the bank covering any financial loss on 
these projects. 

Term of loan.— Wherever a purchase contract could be arranged in these cases, 
the bank if possible has required the borrower to repay the loan within the life 
of the contract. Provision customarily is made for repayment in a series of 
quarterly, semiannual, or annual installments of principal to commence about 6 
months after completion of construction of the plant. hese contractual install- 
ments in fact may be prepaid by receipts under assignment agreements, as 
explained above. 

Interest rates.—The National Advisory Council on International Monetary and 
Financial Problems from time to time recommends the minimum interest rates 
that should be charged by any agency of the Government, including the bank, 
which is engaged in foreign-lending activities. 

Rates commonly used by the bank at the beginning of the period under review 
ranged from 34 percent per annum on loans to anen Overmars to 4% percent 
on loans to private enterprises. An action by the Council on June 12, 1951, 
approved raising of these minima to 4 percent and 5 percent, respectively. On 

ay 18, 1953, a further action approved utilization of a formula for rate deter- 
mination substantially as follows: The appropriate interest rate on loans of more 
than 2 years maturity to or guaranteed by foreign governments or central banks 
should be 2 percent, and on loans not guaranteed, 2% to 3 percent, above the cur- 
rent yield of United States Government securities of comparable maturities. 
On 20-year loans, this formula currently would produce interest rates of somewhat 
more than 5 percent and 6 pereent respectively, for the 2 classes of borrowers in 
the absence of approval by the Council of an exception in some specific case. Such 
an exception from the 1951 Council action, for example, was approved in connec- 
tion with credit No. 533 where special circumstances justified use of a lower interest 
rate which was similar to that previously approved for the substantially identical 
eredit No. 491. 

National Advisory Council approval of consideration of applications.—In order 
that the National Advisory Council might fulfill its statutory obligation to coordi- 
nate the policies and operations of all agencies of the Government to the extent. 
that they participate in foreign financial transactions, the bank has regularly 
obtained Council approval of its consideration of each credit application prior 
to authorization of the loan involved. To avoid undue delay in financing projects 
essential to the defense effort, however, the Council early in 1951 determined that 
essential and strategic-materials loans by the bank need not individually receive 
such prior approval provided their terms were in conformity with policy decisions 
of the Council. 

As an example of a case referred to the National Advisory Council because of 
lack of such conformity, consideration of the application for credit No. 533 for 
the production in Brazil of manganese ore involved approval by the Council of 
terms differing somewhat from its general policy. Indeed, in this instance the 
Council also determined that this project should be financed by the United States 
Government through the bank instead of by the International Bank for Recon- 
struction and Development. This project also had been discussed with Senator 
Hunt, chairman of the Subcommittee on Stockpiling of the Armed Services 
Committee, in the February 1951 meeting to consider credit No. 491, also for 
the production of manganese, to which reference was made on a preceding page. 
Loans for ancillary facilities 

Two loans were authorized during the period which, although not made to 
roducers of essential materials, were directly for the benefit of such producers. 

redit No. 530 to the Electricity Supply Commission of the Union of South Africa 
rovided financial assistance to that agency in expansion of power-generating 
acilities to serve various mining companies which are producing uranium in 
for the Atomic Energy Commission. Credit No. 532 to the Republic of Portugal 
was to defray the cost of obtaining in the United States modern ore-handling 
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equipment for the port of Lobito, in Angola, through which moves an increasing 
volume of ores and concentrates from central Africa for purchase in part by the 
United States Government, 

A number of other loans have been authorized for ancillary facilities, but are 
less directly related to the production and transportation of essential materials. 
These other credits, which are discussed in a separate section at the end of this 
paper, are not included in the tables and exhibits which appear in parts I and IIT. 


Period required for conclusion of credits 


Exhibit A lists the 22 loans for the production of essential and strategic materials 
which are discussed in the first part of this paper. Of the 21 credits other than 
credit No. 498 for the production of uranium for which comparable information 
is not available, 17 had reached the stage of being in full operation by June 30, 
1953, the other 4 still requiring conclusion of credit agreements before becoming 
operative. 

PThe average time which elapsed between the first approach to the bank by the 
applicant and authorization of the credit by the bank, in the case of these 21 
loans, was 25 weeks. The shortest lapse of time was 4 weeks in connection with 
authorization of an increase in an existing credit, and the longest lapse was 64 
weeks for completion of extensive engineering studies by the applicant and 
the consultants employed by him. 

Fer the 17 credits for which agreements had been signed, an additional 20 
weeks elapsed on the average between authorization of the loan by the bank and 
signing of the credit agreement. The shortest lapse was 3 weeks, and the longest, 
due to protracted negotiations between the borrower and his government,! was 
53 weeks. 

For these same 17 credits, the overall lapse of time from first approach to the 
bank to signing of the credit agreement was 46 weeks on the average. The 
shortest lapse was 16 weeks, and the longest was 82 weeks because of a combina- 
tion of detailed technical studies by the applicant followed by lengthy negotia- 
tions with the government of the country concerned. 


Projects not approved for financing 

During the period under review, the bank received a considerable volume of 
inquiries as to whether loan assistance would be available for a wide range of 
mining and related ventures. In all cases the inquirers were informed of loan 
criteria similar to those set forth on a preceding page. They also were urged to 
communicate with the appropriate agency concerned with procurement of the 
material in question to determine whether the material was regarded as essential 
and whether the specific project was deemed specially worthy of detailed investi- 
gation. These agencies included the Defense Minerals Administration, the Gen- 
eral Services Administration, the Office of Defense Mobilization, the Defense 
Materials Procurement Agency, the Defense Production Administration, the 
Department of Agriculture, the Atomic Energy Commission, and, in certain in- 
stances, the Economic Cooperation Administration and its successor, the Mutual 
Security Administration. 

A large proportion of these communications never developed beyond the stage 
of a tentative inquiry. In some instances, the proposal may have concerned the 
production of a material the supply of which was not critically short, or a sub- 
standard material which could not meet stockpile specifications. In others, ore 
reserves were not proven up, there was a serious deficiency of equity capital which 
the owners were unwilling to rectify by inviting the participation of other in- 
vestors, or the management of the enterprise was unskilled or otherwise unsuit- 
able. On some occasions, initial inquiries were not followed up by the inquirers 





1 The points covered by a typical negotiation included (1) the concurrence of the government with the 
(a) objectives of the development project, (6) method of financing, (c) method of repayment including 
assignments from GSA to the bank, (d) exportation and sale of the ore to the United States Govérmment 
and other purchasers, and (e) provisions for opens man ent by United States technicians; (2) specific 
assurances by the government of (a) the legal rights of the borrow’r to mine and export ore under the terms 
of his mining lease; (6) provision under local {ncome-tax regulations for amortization of the capital invest- 
ment in the project in a manner commensurate with the borrower*s schedule of payments to the bank; 
(c) issuance to the borrower of exclusive and sufficient concessions for construction and operation of the 
necessary (i) railroad facilities and (ii) port facilities; and (d) right of the borrower to have issued in its 
favor (i) the necessary import licenses and permits, (ii) expeditious clearance of ships delivering materials 
and equipment, and (iii) expeditious clearance of ore vessels for the delivery of ore; and (3) opinion of foreign 
legal counsel that the actions of the government referred to above will constitute the leg_l and effective 
action of said ernest in accordance with existing law. Fulfillment of these points, which were of 
interest to the borrower quite as much as to the bank, required the issuance of various decrees by the Presi- 
dent and some of his ministers, following legislative approval, and so was possible only after the passage 
of a significant interval of time. 
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because adequate capital was found when sought in the private market at the 
insistence of the bank, 

Of the initial inquiries to the bank which were followed up by the applicants, 
some cases led to authorization of the loans which have been discussed above, 
others were referred to the various defense agencies for consideration of issuance 
of certificates of essentiality under a procedure to be described in a later section, 
and the remainder were disposed of by denial of the application after detailed 
study or by withdrawal from further consideration at the request of the appli- 
eant. Applications so withdrawn or denied illustrate some of the problems com- 
monly encountered in attempting to finance the production abroad of essential 
and strategic materials. 

Availability of private capital.—Detailed study of an application for financing 
to produce an essential material abroad sometimes disclosed evidence that private 
financing was believed to be available on reasonable terms. Such a conclusion 
may be reached, for example, when examination of an application for a loan of 
$100,000 discloses that the personal net worth of the applicant’s principal stock- 
holder is 10 times that amount. A similar finding may result when a foreign 
corporation which is planning a $5 million expansion of its plant in a region with 
no shortage of dollar exchange requests a loan of $3 million despite the fact that 
its net profit for the preceding vear was more than twice the cost of the proposed 
expansion and no political reason can be adduced in opposition to reinvestment 
of those earnings in plant expansion. 

In a few instances, studies undertaken by the applicant to obtain information 
desired by the bank have shown the project to be of such a nature that private 
capital has agreed to meet the entire cost. As an example, the bank was presented 
with a proposal for a credit of $5 million to produce a highly strategic material in a 
country with a favorable private-investment climate. One-half of the remaining 
$20 million of capital cost was to be provided by a stock issue, and the remainder 
by a loan obtained in the private capital market. Upon completion of the appli- 
cant’s studies, the bank was advised that willingness of the private capital market 
to take a larger share of the financing than previously expected made unnecessary 
further consideration of the request for funds from the bank. 

Inadequacy of ore reserves —Detailed analysis of an applicant’s statement of ore 
reserves, and supporting documents presented by consultants in the employ of 
the applicant, did not always substantiate initial assertions as to the adequacy of 
such reserves. In some cases, analysis showed that only a reduced scale of 
extraction would be justified by the reserves. Thus financing might better be by 
short-term advances against production, by one of the defense agencies, instead of 
by a loan by the bank. In one instance, analysis showed that the applicant was 
confused as to the location of his concession, believing it to be in an area which had 
been pit-tested for reserves whereas in fact the concession was on the opposite 
side of a river in an untested region. 

Nonstockpilable material.—Investigation sometimes disclosed that the material 
offered by the applicant was below stockpile grade and could not economically 
be beneficiated to overcome this deficiency. Some owners of low-grade deposits, 
under the mistaken impression that the material should be able.to command a 
premium price because of the defense emergency, were unable to agree with the 
General Services Administration on a purchase price and so withdrew their 
applications for financing. One or two owners refused to enter into any nego- 
tiations for sale to the United States Government because more favorable prices 
could be obtained elsewhere, and it must be assumed therefore that they were 
able to obtain financing from private sources. 

Another group of problems was presented by applications for financing to 
produce materials of some but not major importance and not included on stock- 
piling lists. Here the bank lacked justification for eee that fell 
short of the standards generally applied to its ordinary credits, In spite of 
extensive efforts by the bank, it was not always possible to secure sufficient 
improvement in such projects to permit of making loans for their development. 
Among examples where such success was not attained were proposals for the 
production of mahogany lumber, tanning extract substitutes, and iron ore on a 
small scale from the North American continent. 

Insufficient equity capital.—Applicants requesting financing for 100 percent of the 
cost of a project were immediately advised that consideration could not be given 
to such a proposal. More difficult decisions were involved when proposals included 
provision for some equity capital but in amounts regarded by the bank as insuffi- 
cient in the particular instances. This was especially the case where an applicant 
asserted that he would be forced to relinquish control of his property as the price 
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of securing the additional equity investment required, or that he was not prepared 
to increase his equity investment_in a particular country because of the political 
risks involved. Clearly, each of these cases must be decided in the light of relevant 
facts. Among them were the degree of urgency in the need for the material 
which could be produced by the particular project, an evaluation of the mana- 
gerial ability of the applicant, an effort to ascertain whether in fact additional 
equity investment could be obtained only on unreasonable terms, and an appraisal 
of the political risks in the case under consideration. 

Managerial ability.—Some applications for loans have failed to receive final 
approval because the project manager proposed to undertake a new type of 
activity in which he had no previous experience, and the applicant could not 
afford or was not prepared to employ suitably experienced personnel. Other 
applications have been denied in part because of threatened stockholder’s suits 
or because company Officials had reputations that were not entirely satisfactory. 

Small miners.—During the first year of the period under review, the bank 
studied the problem presented by small miners, with particular attention to 
small producers of manganese ore in Chile and Mexico. During periods of 
favorable prices, such miners produce small quantities of ore with little mechani- 
cal assistance beyond picks and shovels, and perhaps an air compressor and a 
truck or two. 

In those instances where the ore was of stockpilable grade, the possibility of 
increasing production through small loans was considered. Discussions of the 
problem by the bank with the Bureau of Mines, the General Services Adminis- 
tration, and a South American minerals attaché of the Department of State 
led to the conclusions that few of the individual applicants were creditworthy, 
an individual approach to such applicants for procurement of ore or for financing 
its production was not likely to be successful, and the usual private ore buyers, 
although perhaps of assistance in procurement both as to quantity and grade, 
would not usually be creditworthy as borrowers who would be expected to relend 
the funds to individual miners. Efforts to expand significantly for a number 
of years the production abroad of manganese ore for use by the United States 
thus were believed most likely to be successful if they were confined to bringing 
into operation one or two properties on a large scale rather than a large number 
of small-scale operations. 

Foreign political considerations.—Most governments abroad have cooperated 


closely with the United States in arrangements for the procurement of essential 
and stretegic materials and for the financing of their production. Logically, 
ae a number of governments have limited the exportation to the United 


States of materials so financed by the bank to the surplus of production in excess 
of requirements for their domestic industries. 

Two unusual problems in the field of political considerations were encountered 
by the bank during the period under review. In June 1951, the bank, because 
of its extensive experience in the field, was asked to assist the Department of 
Defense, the Department of State, and the General Services Administration in 
working out a practical solution to the financing and production of a critical 
material for procurement by the General Services Administration from a foreign 
area under military control. Such plans were worked out, including provision 
for employment of a United States firm to operate and manage the property. as 
well as provision for purchase of equipment by means of a loan from the bank. 
When an attempt was made to obtain agreement on the plan by the government 
of the country concerned, however, that government declined to pursue the 
matter with the bank. Thus the other United States agencies were constrained 
to reach a less rigorous agreement which did not involve the close control of 
expenditures which participation by the bank would have required. 

The second problem arose as a consequence of expropriation by the Government 
of Bolivia of the mining properties of the Big Three producers of tin following 
the revolution of April 9, 1952. This action affected two loans by the bank to 
those companies for the production of tungsten concentrates in Bolivia for 
Te by the General Services Administration, namely, credits Nos. 509 and 

14, credit No. 512 for the same purpose never having become operative. The 
action with respect to expropriation by the Bolivian vernment led the bank 
temporarily to suspend consideration of additional applications for financial 
assistance in the production of minerals in Bolivia, and created a problem regarding 
Sr to the bank of sums disbursed by it under the two credits that were 
fully operative. Following a series of discussions, these sums together with 
interest thereon were fully repaid to the bank subsequent to June 30, 1953, by 
assignment from the General Services Administration under another contract of 
purchase of tungsten from the Mining Bank of Bolivia. 
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Purchase contracts.—In endeavoring to ascertain the degree of defense need for 
the material which might be produced from a specific project for which financing 
was requested near the beginning of the period under review, the bank sometimes 
faced a difficult situation. In a number of instances, the General Services 
Administration had entered into purchase contracts with applicants some of whom 
were disposed to present the bank with a copy of such a purchase contract as 
sole and full justification of their requirement of public funds for project develop- 
ment. It was the practice of the General Services Administration to enter into 
such contracts without, for example, an engineering investigation of the adequacy 
of ore reserves or a check on financial requirements in as full a manner as was 
customary for t#e bank. Moreover, General Services Administration contracts 
did not carry large penalties for nonfulfillment. Thus the bank was not able to 
rely solely on the existence of a purchase contract as evidence that the project 
= which financing was requested was of outstanding importance for the defense 
effort. 

This difficult situation had been largely resolved by the early months of 1951, 
however, on the basis of continual discussion and cooperation between the two 
agencies. It then became the practice (1) for the bank to refer promptly to the 
General Services Administration all inquirers who were concerned with the pro- 
duction of any stockpilable material, and for the General Services Administration 
to refer promptly to the bank any person offering to sell such materials if he indi- 
cated any need for financial assistance, and (2) for the General Services Adminis- 
tration to conclude a purchase contract, wherever the contractor required financial 
assistance from public funds, only after the bank had advised that a credit had 
been authorized for the contractor. As a consequence of this arrangement, the 
General Services Administration and the bank together were able to reach more 
fully reasoned conclusions regarding which ones of those projects requiring 
financial assistance were best able on both procurement and financial grounds to 
justify the use of public funds for development. 


II. DEVELOPMENT OF AUTHORITY TO MAKE LOANS PURSUANT TO THE DEFENSE 
PRODUCTION ACT OF 1950, AS AMENDED 


Experience during the first 6 months following the outbreak of hostilities in 
Korea and inauguration of the defense program indicated that occasionally that 
rogram might require financing of a foreign project which could not qualify for a 
oan under the provisions of the Export-Import Bank Act of 1945, as amended. 
A prospect of adding promptly to the production abroad of some highly strategic 
material in short supply in the United States might involve a loan in a case, for 
example, where reserves were not fully proven up, or where the investment of 
equity capital could not readily be increased to a suitable amount, or where for 
other reasons the bank did not feel justified in establishing a credit even under 
some relaxation of its usual policies. 

Moreover, the bank at this time was faced with a technical problem with which 
it was not fitted to cope alone, namely, the relative priorities that should be 
assigned to various projects which oe financing for the production of a series 
of essential and strategic materials. The bank was not in a position to determine 
the relative need for the various essential materials, the portion of the various 
procurement goals which should be met from foreign as compared with domestic 
sources, or those foreign sources development of which probably would best meet 
the defense requirements. 


Legislative authority 

Provision had been made in the Defense Production Act of August 8, 1950, as 
later amended, for facilities loans to aid in the production of essential and strategic 
materials, as follows: 

“Sec. 302. To expedite production and deliveries or services to aid in carry: 
out Government contracts for the procurement of materials or the performance of 
services for the national defense, the President may make provision for loans 
(including participations in, or guarantees of, loans) to private business en rises 
(including research corporations not organized for profit) for the expansion of 
capacity, the development of technological processes, or the production of essential 
matericls, including the exploration, development, and eng of strategic and 
critical metals and minerals, and manufacture of newsprint. Such loans may be 
made without regard to the limitations of existing law and on such terms and con- 
ditions as the President deems necessary, except that financial assistance may be 
extemded only to the extent that it is not otherwise available on reasonable terms.”’ 
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It may be noted that eligible borrowers under this section of the Defense Pro- 
duction Act are limited to private business enterprises. For comparison, eligible 
borrowers under the Export-Import Bank Act of 1945, as amended, which was 
discussed above, include foreign governments or their agencies as well as private 
business enterprises regardless of nationality. 

Erecutive Order No. 10161 

On September 9, 1950, the President issued Executive Order No. 10161 which 
srovided in part as follows: 

“Section 303. Within such amounts of funds as the President shall have made 
available, and upon the certificate by the Secretary of the Interior in respect of 
metals and minerals (except as to paragraph (c) of this section), or by the Secre- 
tary of Agriculture in respect of lumber, or by the appropriate delegate referred 
to in seetion 101 of this Executive order in respect of other materials and facilities, 
or by such other officer or officers of the Government as the President may desig- 

ate, as to necessity for loans, purchases, or commitments, as the case may be: 

‘‘(a) The Reconstruction Finance Corporation is hereby authorized and directed 
to make loans (including participation in, or guarantees of, loans) to private 
business enterprises (including research corporations not organized for profit) for 
the expansion of capacity, the development of technological processes, and the 
production of essential materials, including the exploration, development, and 
mining of strategic and critical metals and minerals, as authorized by and subject 
to section 302 of the Defense Production Act of 1950 * * *.” 

Absence of provision in this Executive order for certified loans by the bank for 
foreign projects under the Defense Production Act perhaps was due to preoccu- 
pation of officials at that time with the problem of expansion of domestic pro- 
duction. Whatever the reason may have been, such absence led the bank to 
consider Whether loans which it could not otherwise establish might be made 
under a guaranty against loss pursuant to section 301 of the Defense Production 
Act. Under this section, in substance, certain Departments and agencies of the 
Government were authorized to guarantee any public or private financing insti- 
tution against loss on any loan to finance anv contractor or other person in con- 
nection with the performance of any contract or other operation deemed by the 
guaranteeing agency to be necessary for the national defense. 

Development of bank’s authority under certification 

The possibility of issuance under section 301 of the Defense Production Act 
of a guaranty to the bank by a defense agency to cover possible losses on a loan 
which the bank could not otherwise make for the production abroad of an essential 
material was discussed with various interested agencies of the Government. 
Included among them were the Defense Production Administration, the Depart 
of the Interior, the Defense Minerals Administration, and the General Services 
(Administration. 

These discussions during December 1950, disclosed a divergence of view as to 
whether such a guaranty could be made available in the absence of a direct 
procurement contract. Although this point was discussed with the Bureau of 
the Budget in general terms, no conclusive answer was found. 

The bank at the beginning of 1951 instituted the practice of referring to the 
relevant defense agency for consideration of a guaranty any credit apy lication 
for a strategic material which the bank itself was unable to approve. None of 
these cases so referred during the first 8 months of 1951 happened to be of such 
importance to the defense program as to warrant issuance of a guaranty. Thus 
no occasion arose in which it was necessary to work out the details of and actually 
conclude a guaranty to the bank under section 301 of the Defense Production Act. 

In the period from April to July 1951 a series of decisions clarified the position 
of the bank in connection with loans for the production abroad of essential ma- 
terials and other purposes. Discussions which had begun in March culminated in 
approval by the National Advisory Council on International Monetary and 
Financial Problems on April 20, 1951, of the bank as the single agency to provide 
dollar loans for the development of foreign strategic materials except for loans of 
counterpart funds by the Economie Cooperation Administration, and short-term 
advances, by defense agencies, against production. The bank would use its own 
funds for such loans, but would have recourse to guaranties such as those pro- 
vided for in section 301 of the Defense Production Act where risks appeared to 
be greater than those which the Export-Import Bank could undertake under 
its own act. The bank would agree to extend a credit in every case where the 
defense agency provided a guaranty. 
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In these discussions, consideration also had been given to the possibility of 
obtaining legislative or executive authority for issuance to the bank by defense 
agencies of certificates of essentiality in a manner similar to that provided for the 
Reconstruction Finance Corporation in Executive Order No. 10161. This pro- 
posal at first was not favored by the bank, in part because some agencies wished 
the bank to agree that it would be obligated to establish a credit supposedly with 
its own funds upon receipt of the requisite certificate. 

By the middle of May, however, further study had convinced the bank that 
there was little logic in a program under which one agency of the Government 
would guarantee another agency of the same Government against loss. The 
Bureau of the Budget was advised of this change of view when it undertook con- 
sideration of the bank’s request for an increase in lending authority to which refer- 
ence was made on page 5. Moreover, the bank at this :ime learned of procedures 
worked out by the Reconstruction Finance Corporation which gave that agency 
some degree of discretion regarding its action under a certificate of essentiality, 
which procedure subsequently was adapted by the bank to its own use. Finally. 
it was at this juncture that the defense agencies and the Bureau of the Budget 
began consideration of amendments to Executive Order No. 10161. 

iscussions with the Reconstruction Finance Corporation indicated that in 
general that agency did not have an interest in projects outside the United 
States and its Territories. The Reconstruction Finance Corporation and the bank 
on July 19 accordingly agreed on language under which the former would be 
concerned with loans for domestic and the bank for loans for foreign projects 
under the Defense Production Act. 

The Bureau of the Budget having requested the views of the bank concerning 
proposed amendments to Executive Order No. 10161, a meeting was called by 
the bank on July 31, 1951, of representatives of the Bureau of the Budget, the 
Department of Agriculture, the Department of the Interior, the Department of 
State, the Treasury Department, the Defense Production Administration, the 
Economie Cooperation Administration, the General Services Administration, the 
Munitions Board, the National Production Authority, the National Security 
Resources Board, the Office of Defense Mobilization, the Office of the Assistant 
to the President, and the Reconstruction Finance Corporation. Following dis- 
cussion of a proposed Executive order authorizing the bank to make section 302 
loans under certification pursuant to the Defense Production Act, there was full 
agreement among those present that the suggested additional authority was 
desirable and that proposed procedures thereunder would be satisfactory to all 
of the agencies concerned. 


Executive’Order No. 10281 


As a consequence of the discussions outlined above, section 301 of Executive 
Order No. 10281, which was issued on August 28, 1951, amended Executive 
Order No. 10161 by adding new sections, among which was the following: 

“Sec. 311. (a) The Export-Import Bank of Washington is hereby authorized 
and directed to make loans (including participations in loans) to private business 
enterprises, for the expansion of capacity, the development of technological 
processes, and the production of essential materials, including the exploration, 
development, and mining of strategic and critical metals and minerals, in those 
cases where such expansion, development or production is carried on in foreign 
countries, as authorized by and subject to section 302 of the Defense Production 
Act of 1950, as amended, and within such amounts of funds as may be made 
available pursuant to the Defense Production Act of 1950, as amended. 

“(b) Loans under section 311 (a) hereof (1) shall be made upon such terms and 
conditions as the said bank shall determine, (2) shall be made only after the bank 
has determined in each instance that financial assistance is not available on rea- 
sonable terms from private sources and that the loan involved cannot be made 
under the provisions of and from funds available to the bank under the Export- 
Import Bank Act of 1945, as amended, and (3) shall be made only upon certificate 
of essentiality of the loan, which certificate shall be made by the Secretary of 
Agriculture in respect of food and food facilities and by the Defense Production 
Administrator in respect of all other materials and facilities. 

““(e) Applications for loans under section 311 (a) hereof shall be received from 
applicants by the said bank or by such agencies of the Government as the bank 
shall designate for this purpose.” 

Executive Order No. 10480 of August 15, 1953, which superseded the above 
orders, retained section 311 as quoted, except for an amendment of the material 
in parentheses in_subsection (a) which now reads ‘(including participations in, 
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or guaranties of, loans).’’ Procedural arrangements under which this authority 
would be exercised by the bank were agreed upon by an exchange of letters 
between the Secretary of Agriculture, the Defense Production Administrator, 
and the bank on September 28, 1951. Briefly, this proceedure involved the fol- 
lowing steps: (1) Upon a decision that the bank cannot make a particular loan 
under the provisions of its own act, the case with all pertinent information is 
referred to the relevant certifying agency for consideration of issuance of a certifi- 
vate of essentiality; (2) upon decision not to issue a certificate, the applicant is 
advised by the bank of denial of his application, but (3) upon issuance to the bank 
of a certificate, the bank reconsiders the application under the provisions of the 
Defense Production Act, and (4) if then approved by the bank, the loan is made 
with funds provided under section 304 of that act, but (5) if not then approved 
by the bank, the case is returned to the certifying agency for reconsideration. If 
such reconsideration results in approval of the action taken by the bank, the 
application will be denied, but if efter reconsideration the action taken by the 
ertifvying agency is sustained, the case will be sent on appeal to the Director of 
Defense Mobilization for a final and binding decision by him as to whether the 
loan shall be made or denied. 

Defense Materials Procurement Agency 

Executive Order No. 10281 of August 28, 1951, among other things established 
the Defense Materials Procurement Agency with powers which included authority 
to purchase and to promote expansion of production capacity of certain materials. 
On October 25, 1951, the Defense Production Administrator delegated to the 
Defense Materials Procurement Administrator authority to certify to the Recon- 
struction Finance Corporation and the bank the essentiality of loans for specific 
domestic and foreign projects, respectively, under such commodity programs as 
were certified to the Defense Materials Procurement Agency from time to time 
by the Defense Production Administrator. 

Although the bank soon thereafter sought arrangements for a procedural agree- 
ment with the new defense agency, problems of policy and procedure, largely 
within the Defense Materials Procurement Agency itself, prevented conclusion of 
the agreement until May 23, 1952. The memorandum of understanding then 
agreed upon differed from the earlier arrangements explained in the previous 
section chiefly in omitting any provision for an appeal in the event of disagreement 
as to the advisability of making a particular loan after it has been duly certified. 
Instead, it was agreed that consultation prior to certification shall develop full 
justification for issuance of each certificate. This arrangement, based on the clear 
responsibility of the Defense Materials Procurement Agency for expansion of 
capacity, was intended to afford the bank ample opportunity for: discussion prior 
to, and full assurance of the need for issuance of, each such certificate. 

Provision of defense funds 

In order that the bank might be in a position to complete the processing of loans 
certified by the Defense Production Administration and the Defense Materials 
Procurement Agency, the Defense Production Administrator on November 29, 
1951, authorized for the bank an allocation to borrow from the Treasury in the 
amount of $10 million under the borrowing authority contained in section 304 of 
the Defense Production Act for loans certified to the bank under section 302 of 
that act. Additional allocations have since been made as follows: $55 million on 
May 22, 1952, $10 million on January 19, 1953, and $60 million on February 16, 
1953. Thus the total borrowing authority allocated to the bank for this purpose 
was $135 million on June 30, 1953. 

These funds are quite distinct from those utilized by the bank under its own 
act, and a separate accounting is made of them. Thus any losses which may be 
sustained on certified loans are chargeable only to any surplus of interest earned 
on certified credits beyond the cost to the Treasury of the funds utilized by the 
bank under these specific allocations. Similarly, any net earnings on these loans 
do not become a part of the general net earnings of the bank but are returnable 
to the bank’s special account in the Treasury established as a result of these 
allocations. 


Ill. LENDING ACTIVITIES PURSUANT TO THE DEFENSE PRODUCTION ACT OF 1950, AS 
AMENDED 


a3 


Ce ee ee, ee oe 


Loan authorizations by the bank under certificates of essentiality pursuant to 
the Defense Froduction Act of 1950, as amended, and Executive Order No. 10161, 
as amended, to assist in financing the production abroad of essential and strategic 
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materials for the stockpile or for use by United States industry totaled $72,479,760 
in the period from January 1, 1952, to June 30, 1953. A breakdown of this total! 
according to the material to be produced appears in table 3, and details of the 
individual credits are shown in exhibit B. 


TaBLe 3.—Essential and strategic materials leans authorized pursuant to the Defense 
Production Act of 1950, as amended, from Jan. 1, 1952, to*June 30, 1953, by 
purpose and country ! 


| 
Total author- | 





Purpose ization Country 
NS I os i 0.58 ok ccthtn' os ens dpunttihin bbe baeaenene $5, 500,000 | Canada. 
Copper and cobalt production ?_.............-..--.--.-.--..-- 50, 900,000 | Northern Rhodesia, Uganda. 
TTT on eo cee LE 2 ale oats 15, 000, 000 | Brazil. 
Molybdenite and bismuth miming--_--_-............-......-.- 540,000 | Canada. 
I a eed ns atcha ait das | 202, 260 | Haiti. 
Zine processing. _.......... Uetch ak beh cake eset aeiines .| 337, 500 Mexico. 





Ne irahtdipenetcthigicapieent meee “aes ieee | 72, 479, 760 | 


1 For details of individual credits see exhibit B. 
2 Includes a credit of $21 million canceled on Apr. 24, 1953; 


Each of these eight cases initially had been referred to the bank by a defense 
agency with a request that it be considered for financing. In each instance a 
certificate was issued following a determination by the bank that the particular 
credit could not be established pursuant to the Export-Import Bank Act of 1945, 
as amended. In most of the cases there was the closest cooperation between 
the bank and the defense agency not only in working out with the applicant the 
technical information required but also in establishing mutually satisfactory 
credit terms. 

In another group of applications, also comprising eight cases, which were 
referred to defense agencies because the bank was unable to finance them under 
its own act, the issuance of certificates of essentiality was denied. In each of 
these instances, the bank then advised the prospective borrower that his appli- 
cation would not be given further consideration. 

Problems arising in connection with applications denied as well as of loans 
authorized are presented in the following sections. 


Degree of the defense emergency 


A recurring problem, to which reference has been made in preceding pages, 
was presented by differences of view as to the degree of the defense emergency. 
Some of the Government agencies regarded the emergency as far more pressing 
than did others. Thus, in considering what procurement goals should be met and 
which projects should be brought into production with the assistance of public 
funds, some persons wished to prepare at once for an all-out war, whereas others 
were preparing only for an emergency of limited extent. Those in the first group 
favored the taking of greater financial risks and pressed for the prompt develop- 
ment of technically more questionable sources of supply than seemed advisable 
to others including the bank. More specifically, these differences of view required 
various compromises under the certification procedure, of which the following are 
examples: 

Inexperienced management.—In one instance, a credit application for financing 
to assist in procuring and processing a material required by the stockpile had been 
repeatedly denied by the bank. Although the application had been improved, 
following earlier denials, by proposals for increased investment of equity capital 
and modification of the purchase contract involved, the bank stated, in forwarding 
the proposal to the certifying agency as agreed, that in its opinion the applicant 
was so handicapped by lack of experience and capital that he probably could not 
survive the early months of operation. Nevertheless, a certificate of essentiality 
for this project was issued to the bank. Newly revised estimates of operating 
costs which were received at about the same time indicated that the project might 
be operated successfully if carefully managed, but the question of manage- 
rial competence still remained unsolved. The certifying agency therefore was 
reminded of the fact that the bank continued to entertain serious doubts regarding 
the managerial ability and complete lack of experience of the applicant in the 
field concerned, and was asked for its opinion in the matter. Upon receipt of a 
reply from the certifying agency that it felt the management by agreeing to 
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certain points had overcome any objections to its lack of technical knowledge, the 
bank proceeded to authorize the loan. The difficulties later encountered by this 
project undoubtedly would have been much less troublesome if more experienced 
management had been in control of the operation. 

Insufficient proof of ore reserves,—In another instance, although in receipt of a 
certificate of essentiality, the bank was reluctant to authorize a credit because 
it was not satisfied that sufficient reserves of ore had been demonstrated to give 
reasonable assurance of the success of the project. After discussion, the cer- 
tifying agency agreed upon the desirability of underground development work 
to confirm the estimates of reserves which had been based only on limited core- 
drilling from the surface. When an underground development program had 
been carried out by the applicant to a minimum extent sufficient to satisfy both 
the certifying agency and the bank on this point, the credit was authorized. 

Adequacy of equity investment.—For these 8 loans authorized pursuant to cer- 
tificates of essentiality, each dollar of loan on the average was accompanied by 
48 cents of equity capital investment. The amount of equity investment in 
individual cases varied considerably from this average, however, the minimum 
figure being only 20 cents per dollar of loan, and the maximum, more than $1.65. 

The disparity between the maximum and minimum figures is not an indication 
that one financial plan necessarily was superior to another in terms of the projects 
as a whole. The two extremes cited apply to mining ventures in the same part 
of the world, were in connection with loans to subsidiaries of experienced mining 
companies, and were for the production of similar metals. The maximum figure 
applied to extraction from a previously unmined deposit by methods tested for 
these ores only in pilot plants, and in an area a considerable distance from other 
industrial activities. The minimum figure, on the other hand, referred to extrac- 
tion from deposits which were generally well known, by methods commercially 
successful in the area, and at a site near other large mining operations. 

In a number of cases the equity investment figure finally agreed upon was 
larger than the one originally proposed by the applicant, although in few of the 
eight loans under discussion was the ratio of equity investment to loan funds 
as large as the bank would desire. Since preliminary talks in each instance began 
with discussions between the applicant and the defense agency regarding pur- 
chase contracts for the material to be produced, the applicants came to an early 
appreciation of the desire of the United States Government to procure these 
commodities. Indeed, in several instances the need for the commodity led the 
defense agency to ask the applicant to present to the Government proposals for 
purchase contracts and financial assistance so that the project might be brought 
more promptly into production. As a consequence, the bank did not enjoy as 
free a hand in financial negotiations as might otherwise have been the case. 

In summary, the extent to which loans should be authorized under certificates 
of essentiality for projects believed to lack fully experienced management, well 
proven ore reserves, or adequate equity investment must always be a matter of 
judgment in the light of the seriousness of the defense emergency as a whole 
and the need for specific commodities in particular. That these judgments 
varied from month to month as well as between various defense agencies is not 
surprising. This variation confronted the bank in each case, however, with a 
decision as to the extent to which sound banking policies justifiably should be 
relaxed somewhat, even pursuant to the Defense Production Act, in order to 
hasten the production of strategic and critical materials. 


Purchase contracts 

Each of the authorized loans under review was related to a purchase contract 
entered into by the Defense Materials Procurement Agency or the General 
Services Administration. A number of these contracts provided for purchases 
at stated prices or at market prices, whereas others involved purchase at floor 
prices provided the materials could not more advantageously be sold privately. 
Wherever possible, the bank included in the terms of the credits provisions for 
repayment by assignment as well as by fixed installments. Moreover, it was 
arranged that repayment would be accomplished within the life of the relevant 
purchase contract wherever possible. 

Two unusual circumstances relating to purchase contracts may be mentioned. 
In the ease of a loan to assist in the beneficiation in Mexico of low-grade zinc ores, 
the purchase contract was not for the beneficiated ore but for the zinc metal to 
be produced from that ore by a refinery in the United States to which the ore will 
be sold. 

The other example is a loan to a power company owned by and supplying power 
to four large mining companies in the copper belt of Northern Rhodesia. The 
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loan, under a certificate of essentiality, will assist in financing the expansion of 
power facilities required in order that these mines may increase their production 
of copper and cobalt. In turn, such portion of the metals produced as is neces- 
sary to repay the loan with interest will be purchased by the General Services 
Administration and so, under assignments to the bank, will provide in effect for 
repayment of the loan in kind. The remainder of the increased production of 
these metals will be available to the United Kingdom and friendly nations. Es- 
tablishment of the credit under the Export-Import Bank Act of 1945, as amended, 
was disapproved by the bank on a number of grounds among which were the use 
of a portion of the funds to defray certain costs of obtaining hydroelectric power 
from the Belgian Congo in a manner not subject to customary bank controls over 
its disbursements, and the fact that practically none of the loan would be used for 
the purchase of United States materials, equipment, and services. 


Mized loans 


A special situation appears where the lack of adequate equity investment is the 
aa reason for inability of the bank to establish a credit under its own act. 
n such a case, investment of additional funds adequately subordinated to the 
bank’s loan might permit the making of that loan regardless of whether the addi- 
tional investment represented equity capital or borrowed funds. Where the ap- 
plicant is unable to obtain such additional funds from any other source, they may 
be provided by a defense agency under a certificate of essentiality. In this man- 
ner the amount of defense funds required is limited to the additional investment 
needed rather than the entire amount of the loan that is to be made, since the 
bank can then furnish the remainder through a loan under its own act. The ulti- 
mate source of the funds loaned to the borrower is of no concern to him since he is 
obligated to repay the entire loan to the bank and is not concerned with any final 
accounting for the payments after the bank has received them. 

Such a mixed loan is illustrated by credit No. 533 and credit No. DP-4, both 
to the same borrower for a single project for the production of manganese ore. 
Had the Defense Materials Procurement Agency not been prepared to certify the 
use of $15 million for this project on an understanding with the bank that repay- 
ment thereof would be subordinated to that of the $52,500,000 to be loaned by the 
bank from its own funds, the bank would not have been able to participate as it 
did in financing this project. In that event the Defense Materials Procurement 
Agency, in order to bring into production a project which was regarded as essential 
to the defense program, might have found it necessary to certify the use from 
limited defense funds of all of the $67,500,000 required by this borrower or to 
have concluded a purchase contract at a fixed price high enough to have justified 
investment of the entire amount by the bank. 

Another loan substantially similar in form had been negotiated jointly by the 
bank and the Defense Materials Procurement Agency for the production of copper 
and was under consideration by the National Advisory Council at the close of the 
period under review. In this case, approximately 28 percent of the total cost was 
to be met by the investment of equity capital, 36 percent by a Defense Production 
Act loan under certificate, and the remaining 36 percent by an Export-Import 
Bank Act loan. 


Mortgages 


In each of the two certified loans to Canadian borrowers, the bank in a departure 
from its usual practice required that it be given general mortgages. This step 
was believed advisable in order that the position of the bank be not jeopardized 
by any actions which conceivably might be taken in the future by any of the 
other creditors concerned in these cases. 


Certifications denied 


During the period under consideration 8 credit applications for a total of more 
than $6,200,000 were denied approval by the bank and, when referred to the de- 
fense agency concerned, also failed to receive certification. A number of these 
cases had first been considered by the bank prior to establishment of the certifi- 
cation procedure. Since each of them was for assistance in producing some com- 
modity which a defense agency had indicated to the bank was of importance for 
the defense program, however, they were forwarded to those agencies for final 
action. The commodities and agencies involved were as follows: 





Com! 


DA 
to"Def 
Re 
1945, 
serve 
abilit 
inves 
capit 
signi 
cases 


In 
finat 
plan 
are | 


STUDY OF PXPORT-IMPORT BANK AND WORLD BANK 933 


Commodity: Defense agency’ | Commodity—Continued Defense agency ' 
Abaes. ¢U.c.21.., ODM, Manganese ore_... DMPA, 
Asbestos......... DMPA. Agriculture. 
Cobalt DMPA. Tungsten DMPA. 
Graphite DMPA. 

DMPA: Defense Materials Procurement Agency; ODM: Office of Defense Mobilization (as successor 
to"Defense Production Administration). 

Reasons for denial by the bank of loans under the Export-Import Bank Act of 
1945, as amended, for these cases included insufficient proof of adequate ore re- 
serves, lack of acceptable or experienced management, insufficient proof of suit- 
ability of given areas for development of specific materials, inadequate equity 
investment, speculative nature of markets and profits, and belief that private 
capital was available to finance the entire cost of some projects. It is perhaps 
significant that certificates of essentiality were not issued to the bank in these 
Cases. 


IV. ANCILLARY FACILITIES FINANCING 


In obtaining increased production abroad of essential and strategic materials, 
financial assistance is required for more than the immediate mines and industrial 
plants themselves. Railways, highways, powerplants, and port facilities also 
are necessary if essential materials are to be produced and delivered to the United 
States. 

Loans for such ancillary facilities have been made by the bank from time to 
time. Since most projects of this type are constructed by governments or gov- 
ernment agencies, financial assistance by the bank usually must be provided under 
the Export-Import Bank Act of 1945, as amended, rather than by certification 
pursuant to the Defense Production Act of 1950, as amended. The latter act, 
it will be recalled, makes no provision for loans to governments or their agencies. 

Although few loans for ancillary facilities have been directly and solely to assist 
introducing essential materials, a number of them have featured such assistance 
to a major degree. The foregoing discussion and statistical information have 
included only two examples of loans for ancillary facilities, namely, credit No. 
530 for electric power facilities to serve uranium mines, and credit No. 532 for 
ore-handling equipment at a seaport. Other cases are less clearly associated 
directly and solely with the production of strategic materials. Thus the pre- 
sentation here of a few examples is intended merely to be illustrative rather than 
all inclusive. 

Four examples of loans to assist in financing facilities ancillary in some degree 
to the production and shipment of essential materials are shown in table 4. 
Credits Nos. 487—-E and F, although authorized to finance the purchase in the 
United States of materials and equipment for the general rehabilitation of rail- 
ways in Mexico, unquéstionably have assisted in the movement within and from 
Mexico to the United States of many essential and strategic materials for the 
stockpile or for use by United States industry. As an indication of the importance 
of this freight movement, approximately one-third of the freight tonnage hauled 
by the Mexican National Railways each year consists of essential ores, concen- 
rates and mineral products. 


TABLE 4,—Selected examples of ancillary facilities loans in 1951 and 1952 


| 
Credits authorized 


‘ Cre 
Country and borrower ! _— Purpose 


Date Amount 


| 
ACAICO 
Nacional Financiera, 8. A, | Rehabilitation of fexican | Aug. 2,1951 | $51,000, 000 
(United Mexican States). | national railways. 
| Rehabilitation of Mexican do 5, 000, 000 
railway. 
ortugal: Republic of Portugal... 5s | Railway construction in Mo- | Aug. 28,1952 | 17,000, 000 
zambique. 
razil: Companhia Vale do Rio | Diesel-electric locomotives Dec. 24, 1952 1, 070, ¢ 
Doce, 8. A. (National Treasury | 
f Brazil 


I 
LO 


' Name of guarantor shown in parentheses 
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Establishment of credit No. 531 to the Republic of Portugal for railway con- 
struction in Mozambique was motivated to a considerable degree by the need to 
facilitate the shipment of essential materials. Chrome ore required by the United 
States was produced in Southern Rhodesia. The already overcrowded facilities 
of existing railway lines and seaports in Africa, however, have prevented the satis- 
factory movement of the chrome, and to some extent of other metals, to the 
United States. The Portuguese and Rhodesian Governments therefore planned 
construction of a new railway to the uncongested port of Laurenco Marques in 
Mozambique to expedite the delivery of metals as well as to encourage the mineral 
and agricultural development of the regions to be made newly accessibly by the 
line. In providing financial assistance for this project, the Export-Import Bank 
and the International Bank for Reconstruction and Development cooperated 
closely. Whereas the former financed the dollar costs of construction and equip- 
ment for the Mozambique portion of the line, the latter established a loan to 
cover part of the costs of the Rhodesian portion. 

Credit No. 540 to Brazil also was directly related to the movement of an essen- 
tial material; namely, iron ore. The loan provided financial assistance for the 
purchase of additional motive power for the Vale do Rio Doce primarily so that 
this line could move a larger tonnage of high-grade iron ore from the Itabira 
mines to seaport. 

The foregoing examples serve to illustrate the point that loans for ancillary 
facilities may play an important role in helping to meet the defense program. In 
the absence of financing for transportation, power, or port facilities, credits for 
direct production often could not be fully effective for the purpose intended unless 
the related services also are able adequately to play their roles as well. 


as amended, July 1, 1950, to 


a, 


Vv. MATERIALS FINANCED UNDER PUBLIC LAW 759 


The General Appropriations Act of 1951, Public Law 759, chapter XI, title I, 
provided for loans to Spain in the amount of $62,500,000 from appropriations for 
the Economic Cooperation Administration. By agreement with that agency, 
the bank studied credit applications from Spain and selected specific projects for 
approval by the Economic Cooperation Administrator for loans under that 
authority to be administered by the bank as fiscal agent. By June 30, 1953, as 
a part of activities under this authority a total of $6,328,713 had been approved 
by the Administrator for projects for the production from mines in Spain of coal, 
copper, iron ore, lead, sulfur, and tungsten. These amounts and projects do not 


involve the regular functions of the bank and are not otherwise included in this 
report. 


‘zed pursuant to the Export-Import Bank Act of 194 
June 30, 1953 


Essential and strategic materials loans authori 
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Mr. Sramspaucu. A memorandum on Legislative and Executive 
aoe for Export-Import Bank Functions, and so forth, by John 
. uer: 


BIOGRAPHICAL SKETCH OF JOHN C. ScHLUER 


Born Berea, Ohio, January 15, 1925. Present address: 3121 Newark Street, 
Washington 8, D. C. Graduate Western Reserve Academy, Hudson, Ohio. 
Graduate Harvard College, Cambridge, Mass., A. B. (cum laude) February 1947. 
— Harvard Law School, LLB, June 1950. Admitted Ohio bar August 
1950. 

Ensign, United States Naval Reserve, active duty July 1943 to July 1946. 
Lieutenant junior grade United States Naval Reserve. 

On October 23, 1950, was appointed as attorney in the Legal Division of the 
Export-Import Bank of Washington and on May 26, 1952, was appointed counsel. 


LEGISLATIVE AND Executive AvTHority ror Export-Import BANK FuNc- 
TIONS AND Activities PursvuAN?T T0 Statutes OTHER THan Export-Import 
Bank Act or 1945 


(By John C. Schluer, Counsel) 
DEFENSE PRODUCTION ACT OF 1950, AS AMENDED 


Section 302 of the Defense Production Act of 1950' authorized the President 
to provide for loans to private business enterprises for essential and strategic 
materials development, in cases where private financing was unavailable for 
these critical projects. Under section 304 (a) of this act ? these loans were author- 
ized to be made by such Government corporations as the President designated. 

On August 28, 1951, President Truman issued Executive Order 10281, which, 
among other things, designated the Export-Import Bank to make loans for 
strategic materials development where expansion and development of facilities 
for production of these materials is carried on in foreign countries. These Defense 
Production Act loans, as provided in section 311 (b) of Executive Order 10161, 
as amended,’ are made pursuant to certificates of essentiality from Government 
agencies and departments charged with procurement functions in the strategic 
materials field. Under the original Presidential authorization, these certificates 
were to be issued by the Secretary of Agriculture, in the case of food and food 
facilities, and by the Defense Production Administrator in all other cases. Loans 
by the bank under this authority have been limited, except in one case, to the 
development of foreign facilities for the production of strategic and critical 
metals and minerals.‘ The certifying authority of the Defense Production 
Administrator was delegated, in the case of the bank’s strategic minerals loans, 
to the Defense Materials Procurement Administrator on October 25, 1951.5 





1“To expedite production and deliveries or services to aid in carrying out Government contracts for the 
procurement of materials or the performance of services for the national defense, the President may make 
provision’ for loans (including participations in, or guaranties of, loans) to private business enterprises 
(including research corporations not organized for profit) for the expansion of capacity, the development of 
technological poem. or the production of essential materials, including the exploration, development, 
and mining of strategic and critical metals and minerals. Such loans may be made without regard to the 
limitations of existing law and on such terms and conditions as the President deems necessary, except that 
financial assistance may be extended only to the extent that it is not otherwise available on reasonable 
terms.” (Public Law 774, 8lst Cong.; 64 Stat. 798) 

2“*(a) For the purposes of sections 302 and 303, the President is hereby authorized to utilize such existing 
departments, agencies, officials, or corporations of the Government as he may deem appropriate, or to create 
new agencies (other than corporations).”’ 

§ Section 301 of Executive Order 10281 (16 F. R. 8791) added the following section to Executive Order 
10161 (15 F. R. 6105), which had been issued on September 9, 1950, delegating various functions of the Presi- 
dent under the Defense Production Act: “Sec. 311 (a) The Export-Import Bank of Washington is hereby 
authorized and directed to make loans (including participations in loans) to private business enterprises, 
for the expansion of capacity, the development of technological processes, and the production of essential 
materials, including the exploration, development, and mining of strategic and critical metals and minerals, 
in those cases where such expansion, development or production is carried on in foreign countries, as au- 
thorized by and subject to section 302 of the Defense Production Act of 1950, as amended, and within 
such eenpente of funds as may be made available pursuant to the Defense Production Act of 1950, as 
amended. 

“(b) Loans under section 311 (a) hereof (1) shall be made upon such terms and conditions as the said bank 
shall determine, (2) shall be made only after the bank has determined in each instance that financial assist- 
ance is not available on reasonable terms from private sources and that the loan involved cannot be made 
under the provisions of and from funds available to the bank under the Export-Import Bank Act of 1945, 
as amended, and (3) shall be made only upon certificate of essentiality of the loan, which certificate shall 
be made by the Secretary of Agriculture with respect to food and food facilities and by the Defense Pro- 
duction Administrator with respect to all other materials and facilities. 

“(e) Applications for loans under section 311 (a) hereof shall be received from applicants by the said 
bank or by such agencies of the Government as the bank shall designate for this purpose.” 

‘ _ ; anatase Bank 16th Semiannual Report to Congress for the period January-June 1953, Ap- 
pendix L. 

516 F. R. 10861. 





STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 939 


On February 4, 1953, President Eisenhower issued Executive Order 10433 ° 
which terminated the ageney status of the Defense Production Administration 
and the office of the Defense Production Administrator,’ transferring the exist- 
ing functions of the Defense Production Administration and the authority of 
the Administrator to the Office of Defense Mobilization and the Director of 
Defense Mobilization, respectively. At this point, the certifying authority for 
section 302 strategic metals and minerals loans made by the bank still rested 
in the Defense Materials Procurement Administrator. The latter office was 
abolished, however, by section 604 of Executive Order 10480 of August 15, 
1953,° and its functions were assigned to the General Services Administration, 
which had already been active in foreign strategic materials procurement where 
no long-term development of production facilities was involved. Executive 
Order 10480, in addition, generally superseded Executive Order 10161 and sub- 
stantially reenacted section 311 of the latter order as section 311 of Executive 
Order 10480.!° The bank’s authority and direction to make section 302 loans 
was also extended by section 311 (a) of Executive Order 10480 to include, specif- 
ically, participation in or guarantees of such loans as authorized by section 302 
itself. Section 311 (b) of Executive Order 10480, establishing criteria for the 
bank’s section 302 loans, is an exact reenactment of the same section of the 
earlier Executive Order 10161, except that the certifying authority is specifically 
placed in the Director of the Office of Defense Mobilization. As in the earlier 
order, the bank is charged with determining the particular terms and conditions, 
such as method and terms of repayment, upon which a certified loan shall be 
established. It is anticipated that ODM’s certifying authority will shortly be 
specifically redelegated, with respect to strategic minerals loans, to the Adminis- 
trator of General Services. 

These Executive orders were all issued pursuant to the same statutory lending 
authority, since section 302 of the 1950 act was continued in effect, with only one 
minor addition, by the Defense Production Act Amendments of 1951 and 1952." 
The Defense Production Act Amendments of 1953 ® made no changes in section 
302, and the lending authority provided for by that section is in effect until June 
30, 1955, under the legislation as it now stands." 

The bank’s loans under section 302 of the Defense Production Act, as amended, 
are not chargeable against the lending authority of the bank under the Export- 
Import Bank Act of 1945, as amended. The Presidential authorization for the 
bank to make these defense loans, in addition to requiring that their essentiality 
be certified by other agencies, requires that the bank make a finding that any 
pabemies loan being considered cannot be established under the provisions of the 
‘xport-Import Bank Act. This has involved, primarily, a finding that ‘‘reason- 
able assurance of repayment” required under section 2 (b) of the Bank Act is not 
present in the ease of the proposed defense loan. The direction in section 2 (b) 
of the Bank Act against competition with private capital is specifically repeated 
in the bank’s authorization to make defense production loans, and, of course, the 
authority to make loans under section 302 excludes loans to foreign governments 
or their instrumentalities. 

The bank’s lending pursuant to the Defense Production Act has not had the 
effect of excluding all foreign strategic materials development financing from its 
activities under the Export-Import Bank Act. The bank has, in fact, utilized 
its own lending authority for loans of this type in those cases where the proposed 
financing meets the tests of its act, including reasonable assurance of repayment. 
In some eases, the bank has been able to invest funds available under its act as a 
portion of the financing required for these projects, relying upon Defense Produc- 
tion Act funds and certificates of essentiality only for the balance of the project 
costs where the requirements of the Bank Act could not be met if the project were 
to be financed entirely from Export-Import Bank funds. 

The bank obtains the funds required for disbursements under loans made 
pursuant to section 302 of the Defense Production Act by its borrowings from 


618 F. R. 761. 

7 The Defense Production Administration was established pursuant to Executive Order 10200 of January 
3, 1951 (16 F. R. 61). 

’ Interagency agreements on procedures for certification of Export-Import loans made under sec. 302 had 
been executed by the bank with the Defense Production Administration and the Department of Agricul- 
ture (exchange of letters between heads of agencies) on September 28, 1951, and with the Defense Mate- 
rials Procurement Agency (memorandum of agreement on May 23, 1952). 

°18 F. R. 4939, 4943. 

© 18 F. R. 4942. See note 3, above, for text of sec. 311 of Executive Order 10161, as amended 

1! Public Law 96, 82d Cong., 65 Stat. 134; and Public Law 429, 82d Cong., 66 Stat. 296. 

12 Public Law 95, 83d Cong.; approved June 30, 1953 

} See sec. 11 of Defense Production Act Amendments of 1953, amending sec. 717 of Defense Production 
Act of 1950, as amended 
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the United States Treasury.'* The Presidential approval of such borrowings, 
provided for in section 304 (b), was delegated by letter on November 10, 1951, to 
the Defense Production Administrator, who, on November 29, 1951, authorized 
an allocation of borrowing authority of $10 million in favor of the bank. This 
$10 million came out of a then-approved, overall borrowing authorization of $1 
billion for all agencies carrying out the purposes of sections 302 and 303 of the 
Defense Production Act.© At the time of the original $10 million authorization, 
the Reconstruction Finance Corporation had a $250 million borrowing authority 
from the Treasury under section 304 (b) for the purpose, primarily, of making 
domestic strategic materials loans."6 On January 19, 1953, the Acting Defense 
Production Administrator increased the $10 million borrowing allocation to the 
bank to an amount of $75 million; and on February 16, 1953, the Director of 
Defense Mobilization (after transfer to the Director of the Defense Production 
Administrator’s functions) again increased the bank’s borrowing allocation, this 
time to $135 million, to cover additional section 302 loans by the bank. As in 
the case of disbursements under its regular loans under the Export-Import Bank 
Act, the bank draws upon this borrowing authority periodically as it makes dis- 
bursements. These drawings, in the case of Defense Production Act loans, are 
made against the bank’s promissory notes to the Secretary of the Treasury, which 
provide that repayment shall be made only from the repayment proceeds of 
defense production loans made by the bank, 


ECONOMIC COOPERATION ACT OF 1948, AS AMENDED, AND MUTUAL SECURITY ACT OF 
1951, AS AMENDED 
Loans 


Section 111 (ec) (1) and (2) of the Economic Cooperation Act of 1948,!" provided 
for Marshall plan assistance to be extended upon credit terms, as well as in the 
form of grants. Section 111 (c) (2) specified that when the Administrator for 
Economic Cooperation determined that assistance was to be extended on credit 
terms, “the Administrator shall allocate funds for the purpose to the Export- 
Import Bank of Washington, which shall, notwithstanding the provisions of the 
Export-Import Bank Act of 1945 (59 Stat. 526), as amended, make and admin- 
ister the credit on terms specified by the Administrator in consultation with the 
National Advisory Council on International Monetary and Financial Problems.” 
Accordingly, a memorandum of agreement was executed between the bank and 
ECA on May 15, 1948, defining the agency relationship between ECA and the 
bank in processing and establishing credits under this section. This agreement 
stated that credits would be established by the bank upon terms specified by the 
Administrator covering the basic conditions of the loan agreements which the 
bank would execute with borrowers. These basic conditions included the 
amount and purpose of the credit, interest rate, amortization schedule, and avail- 
ability date. It was also established in this agreement that disbursement pro- 





M4 Sec. 304 (b) of the Defense Production Act of 1950, as amended, provides: ‘‘(b) Any agency created 
under this section, and any department, agency, official or corporation utilized pursuant to this section 
is authorized, subject to the approval of the President, to borrow from the Treasury of the United States, 
such sums of money as a necessary to carry out its function under secs. 302 and 303: Provided, That the 
amount borrowed under the provisions of this section by all such borrowers shall not exceed an aggregate 
of $2,100,000,000 outstanding at any one time: Provided further, That when any contract, agreement, loan or 
other transaction heretofore or hereafter entered into pursuant to secs. 302 and 303 imposes contingent 
iability upon the United States, such liability shall be considered for the purposes of secs. 3679 and 3732 
of the Revised Statutes, as amended, as an obligation only to the extent of the probable ultimate net cost 


to the United States under such transaction; and the President shall submit a report to the not 
less often than once each quarter setting forth the gross amount of each such transaction en into by 
any agency of the United States Government under this authority and the basis for determining the 


robable ultimate net cost to the United States thereunder. For the purpose of borrowing as 

y this subsection, the borrower may issue to the Secretary of the Treasury its notes, debentures, bonds, 
or other obligations to be redeemable at its option before maturity in such manner as may be A) ee in 
such obligations, Such obligations shall bear interest at a rate determined by the Secretary of the ry, 
taking into consideration the current average rate on outstanding marketable obligations of the United 
States as of the last day of the month preceding the issuance of the obligations. The Secretary of the 
Treasury is authorized and directed to purchase such obligations and for such purpose the Secretary of the 
Treasury is authorized to use as a public debt transaction the proceeds from the sale of any securities issued 
under the Second Liberty Bond Act, as amended, and the pee for which securities may be issued 
under the Second Liberty Bond Act, as amended, are exten to include any purchases of obligations 
hereunder.” 

8 The Defense Production Act of 1950 authorized borrowings, subject to the approval of the President, 
of up to $600,000,000 outstanding at any one time for the purposes of carrying out the provisions of secs. 
302 and 303. Sec. 303 is primarily concerned with defense procurement activities, ieularly in connection 
with stockpiling of strategic minerals and metals. Sec. 103 (b) of the Defense Production Amendm nts 
of 1951 (Public Law 96, 82d Cong., 65 Stat. 134) had amended sec. 304 (b) of the act by increasing the bor- 
rowing authority for all activities under secs. 302 and 303 to $2,100,000,000 outstanding at any one time. 

16 See sec. 310 of Executive Order 10161, as amended by sec. 301 of Executive Order 10281. is authority 
in favor of RFC was continued in sec. 310 of the recent Executive Order 10480 (18 F. R. 4942). 

Public Law 472, 80th Cong.; 62 Stat. 137; 22 U. 8. C. 1501. 
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cedures and the form of the borrowers’ obligations would be essentially the same 
as in the case of the bank’s loans made under the authority of the Export-Import 
Bank Act of 1945, as amended. 

The processing of credit applications and recommendations as to the estab- 
lishment of the ECA credits were set forth as a joint responsibility of ECA and 
the bank, although the ultimate determination of whether or not the credit was 
to be established was to be that of the Administrator. The memorandum of agree- 
ment further stated, as matters of general understanding, that the bank would 
make no credits under its own lending authority to countries participating in the 
European recovery program, except in the early stages of the program where a 
credit was not suited for the purposes of that program and except for specialized 
commercial credits of a more or less short-term nature which were especially 
adaptable to the bank’s purposes and functions. It was also stated in this agree- 
ment, as a general understanding, that the bank and ECA would consult from time 
to time with the International Bank for Reconstruction and Development to 
determine whether the latter bank would be able and willing to make a credit 
which had been applied for under the Economie Cooperation Act and to coordinate 
the lending activities of the three agencies, This matter of coordination was also 
handled, of course, through the membership of the heads of the two United States 
agencies on the National Advisory Council for International Financial and 
Monetary Problems.'§ 

Section 111 (¢) (2) of the Economie Cooperation Act of 1948 provided for the 
issuance by the Administrator for Economic Cooperation of notes in an aggregate 
amount of $1 billion, for the purpose of allocating funds to the Export-Import 
Bank for the aforementioned loans and for the purpose of discharging any liabil- 
ities under investment guaranties made under section 111 (b) (3) of the Act. 
(See below.) The aforesaid section specifically provided that ECA credits would 
not be chargeable against the bank’s lending authority under its own act, as well 
as specifying that repayments of principal and interest on ECA credits were to be 
deposited into miscellaneous receipts of the Treasury with the proviso that such 
repayments would further be applied to retire the Administrator’s notes as might 
be required by their terms. 

Section 522 of the Mutual Security Act of 1951 '® required that not less than 
10 percent of the economic assistance provided by funds made available under the 
authority of that act should be provided on credit terms. This requirement was 
repealed by section 7 (a) of the Mutual Security Act of 1952.2° The Mutual 
Security Act of 1951, in addition to providing for continuation of certain of the 
ECA economic assistance activities and broadening the geographic scope of such 
assistance beyond Western Europe, also brought under the control of the Director 
for Mutual Security and foreign defense assistance activities set up in the Mutual 
Defense Assistance Act of 1949, as amended,?! and extended the scope of the 
military assistance program. 

Section 7 (c) of the Mutual Security Act of 1952 specifically continued in effect 
section 111 of the Economie Cooperation Act of 1948, as amended, thus extending 
the authority for the bank’s functions in connection with credits and guaranties 
(see below) executed pursuant to the Economic Cooperation Act of 1948. Execu- 
tive Order 10300 of November 1, 1951 * had the effect of continuing the delegation 
to the bank of administrative functions in connection with credits made under 
the authority of the Mutual Security Act of 1951. This Executive order generally 
implemented the transfer of functions from the Administrator for Economic 
Cooperation to the Director for Mutual Security and further stated that the 
Mutual Security Agency was deemed to be the successor to the Economic Co- 
operation Administration. 


. 
Investment guaranties 


Section 111 (b) (3) of the Economic Cooperation Act of 1948 initiated an 
investment guaranty program as a feature of the Marshall plan, under which the 
Administrator for Economic Cooperation was authorized to issue dollar converti- 
bility guaranties covering the principal and earnings of approved long-term 





8 Sec. 106 of the Economic Cooperation Act of 1948 amended sec. 4 (a) of the Bretton Woods Agreements 
Act by adding the Administrator for Economic Cooperation as a member of the National Advisory Council, 

19 65 Stot. 373; 22 U. 8. C. 1651. Sec. 502 of this act established the Mutual Security Agency and trans- 
ferred the functions of ECA to this Agency. The programs of assistance authorized by the Economic 
Cooperation Act of 1948, as amended in 1949 and 1950 (Public Law 47, 8ist Cong.; Public Law 535, 8ist 
Cong.), were continued in effect by the Mutual Security Act of 1951, except as otherwise provided in that 
ac 


t. 

2 Public Law 400; 82d Cong.; 66 Stat. 141, 
21 63 Stat. 714; 22 U, 8. C. 1471. 

7216 F. R. 11208, 











942 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


dollar industrial investments by American corporations in the countries par- 
ticipating in the European recovery program.” he 1948 act also authorized the 
issuance of guaranties of investments in enterprises producing or distributing 
informational media, up to a total amount of $15 million during the first year of 
the guaranty program. The total guaranty authorization under the 1948 act 
was $300 million, and sections 111 (b) (3) and 111 (c) (2) specified that the 
proceeds of the notes which the Administrator was authorized thereunder to issue 
to the Treasury would be available for payments required under these guaranties 
(see “Loans,” above). The 1949 amendments to the Economic Cooperation Act 
reduced the guaranty authority to $150 million and clarified the definitions of 
earnings and profits from _—~ investments which were eligible for transfer 
under such guaranties.* The 1950 amendments*® increased the guaranty 
authority to $200 million, provided a more precise definition of the types of 
investments eligible for guaranties and authorized the issuance of guaranties for 
the same types of investments against expropriation and confiscation by the 
foreign country in which the investment was made. The Mutual Security Act 
of 195! specifically continued the guaranty authority of section 111 (b) (3) of 
the Economic Cooperation Act of 1948, as amended, ‘‘for any area in which assist- 
ance is authorized” by that act.2° The authority for the guaranty program was 
not affected by the Mutual Security Act of 1952.27 

The Mutual Security Act of 1953 %8 broadened the geographic scope of the 
investment guaranty program by untying it from the geographic scope of other 
forms of assistance under the Mutual Security Program and extended the period 
for continuing the guaranty program until June 30, 1957.2 

The Export-Import Bank, from the inception of the investment guaranty 
program, has acted as an administrative agent in the issuance and administration 
of industrial guaranty contracts. This function of the bank was provided for by 
ECA regulation 4 and continued under section 204.3 of MSA regulation 4. The 
delegation of authority from ECA to the bank was further spelled out in a memo- 
randum agreement dated July 15, 1948, between the two agencies. As in the case 
of credits made under the authority of the Economic Cooperation Act and the 
Mutual Security Acts, the terms and conditions of the investment guaranties are 
not negotiated nor determined by the bank, but the bank is responsible for 
administration of the guaranty contracts after their execution and is charged 
with determining the eligibility of any payments applied for by investors under 
the guaranties. The guaranty contracts themselves are relatively standardized 
in their provisions. Fees paid by the investors for these guaranties are limited 
by statute and are collected by the bank for deposit into a special account in the 
Treasury. To date, there have been no payments to investors under industrial 
guaranty contracts, either convertibility or expropriation. 





%3 In 1949, the so-called point 4 guaranty bills were introduced in both Houses of Congress. These bills 
proj ‘dan amendment to section 2 (a) of the Export-Import Bank Act of 1945, as amended, by ifically 
authorizing the bank, as an added, enumerated power, “‘to guarantee United States private capital invested 
in productive enterprises abroad which contribute to economic development in foreign countries agaihst 
risks peculiar to such investments.’’ After hearings on the proposed legislation (see hearings before Com- 
mittees on Banking and Currency, Senate and House of Representatives, on S. 2197 and H. R. 5504, 
respectively; 81st Cong., Ist sess., August 1949), the bills were reported out favorably (S. Rept. 1101, Sep- 
tember 1949, and H. Rept. 1384, October 1949; 8ist Cong., Ist sess.). The proposed ties would have 
been charged against the bank’s then existing lending authority of $3,500 million. in 1949, identical 
amendments were proposed for both bills, providing that the guaranties would be issued to cover the 
specified risks of nonconvertibility and expropriation. In April 1950, a new bill was introduced in the 

ouse (H. R. 8083), including the aforesaid amendments and also limiting the maximum amount of guaran- 
ties to million and specifically stating that an apeeierate fee would be charged for the guaranties. 
This bill was reported out favorably without further hearings. (H. Rept. 1960, April 1950, 81st Cong., 2d 
sess.). In July 1950, H. R. 8083 was considered by the House and was passed after the addition of an 
amendment providing that no guaranties could be issued for investments in a foreign country until treaties 
had been executed with that country, containing certain specified and rigorous assurances by such country 
regarding the treatment of American business enterprises in the country. This amendment and an addi- 
tional, less constraining amendment were unsatisfactory to the bank and to the Department of State, 

rincipally on the grounds that the fundamental purpose of the legislation (stimulation of American private 
reign investment) would thereby probably be retarded, since negotiation of such sweeping investment 
treaties would be nearly impossible. The legislation was not t! ‘ter considered in the before the 
session ended and was not subsequently reintroduced in either House. 

™ Sec. 6 (b) (5), Public Law 47, 8Ist Cong. 

28 Sec. 103, Public Law 535, 81st Cong. (Foreign Economic Assistance Act of 1950). 

% Sec. 520, Public Law 165, 82d ou. 

7 Sec. 7 (c) of Public Law 400, 82d Cong. Sec. 7 (k) of this act called for encouragement of a greater par- 
ticipation by private capital in the guaranty program. 

** Public Law 118, 83d Cong. 

2%” Sec. 706 (c), Mutual Security Act of 1953. Sec. 708 (a) of this act provides that the termination date 
for guaranties issued under the authority of sec. 111 (b) (3) of the Economic Cooperation Act of 1948, as 
amended, shall be 20 years from the date of issuance. 

3% Se>. 204.3 reads: “Designation of Export-[mport Bank of Washington as agent. E -Import Bank 
of Washington is hereby designated by the Director as his agent, upon such terms as may be specified by the 
Director, to issue in its name, and to administer, MSA guaranties.” These regulations were promulgated 
by the Administrator for Economic Cooperation and the Director for Mutua) Security, respectively, pur- 
suant to the authority of sec. 104 (f) of the Economic Cooperation Act of 1948, as amended. 
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Convertibility guaranties of investments in facilities for the production and 
distribution of informational media have been administratively separated from 
industrial guaranties since the commencement of the guaranty program. Infor- 
mational media guaranties were originally made and administered by a separate 
division of the Economic Cooperation Administration, and the program was 
subsequently transferred to the Department of State.*' The bank’s functions in 
connection with the informational media guaranty program have been limited to 
acting as a fiscal agent in the collection and deposit of fees for these guaranties 
and in the payments of claims thereunder as directed and requested. As of 
July 31, 1953, there had been disbursements of just short of $10 million under 
the informational media guaranty program. This amount was paid from fees 
collected under both the industrial and informational media guaranties and from 
the proceeds of the note of the Administrator for Economic Cooperation which 
was issued to the Treasury pursuant to section 111 (¢) (2) of the Economic 
Cooperation Act of 1948, as amended. 

Reorganization Plan 7, which became effective on August 1, 1953, pursuant to 
section 6 of the Reorganization Act of 1949, established the Foreign Operations 
Administration and transferred the otherwise continuing functions of the Mutual 
Security Agency, including the industrial investment guaranty program, to the 
newly established agency.” It is anticipated that MSA regulation 4 will again 
be reissued, this time as FOA regulation 4, specifically redesignating the bank as 
agent for the Foreign Operations Administration in the issuance and administra- 
tion of investment guaranties. In any case, Reorganization Plan 7 and Executive 
Order 10476, whether or not this regulation is reissued, would appear to authorize 
the continuation of the bank’s functions in connection with the industrial guaranty 
program. 

Section 201 of Executive Order 10476 transferred to the newly established 
United States Information Agency ™ the responsibility for making and adminis- 
tering informational media guaranties under section 111 (b) (3) of the Economic 
Cooperation Act of 1948, as amended, and section 536 of the Mutual Security 
Act of 1951, as amended. The bank’s activities as fiscal agent in connection 
with the informational media guaranty program were delineated in a letter agree- 
ment dated July 22, 1952, between the bank and the Department of State and 
have been continued in the same form in a letter agreement between the bank 
and the United States Information Agency dated August 19, 1953. 


Mutual Defense Assistance Act of 1949, as amended 


Pursuant to the authority contained in section 303 (a) of the Mutual Defense 
Assistance Act of 1949, as amended,® funds have been allocated to the bank to 
make loans upon the request of the Administrator for Technical Cooperation. 
The terms and conditions for these loans are specified by the Administrator. 
Funds for these loans, which to date have amounted to $16,500,000 are allocated 
from amounts appropriated under chapter XI, title III, of the Supplemental 
Appropriation Act of 1953. 


Mr. SramBaveu. Finally, a memorandum entitled “Foreign Govern- 
ment Financial Aid to Export Trade,” by Rodney W. French: 


BIOGRAPHICAL SKETCH OF RopNBY W. FRENCH 


Mr. French was born July 1, 1897, in Poughkeepsie, N. Y., where his father, 
Dr. F. C. French, was head of the philosophy department of Vassar College. He 
is married and has three children. His grammar-school education was received 
in publie schools in Lincoln, Nebr. Later he attended Colgate Academy and 
Hamilton High School in Hamilton, N. Y., and was graduated from Colgate 
University in 1918. Having served as captain of the Hamilton unit of the New 
York State Home Guard, Mr. French enlisted in the United States Army im- 
mediately after his graduation and in a short time received a commission as 
second lieutenant in Infantry. 

In February 1919 Mr. French entered the employ of the National Citv Bank 
of New York. His first 4 vears with the National City Bank were spent in China 





3: Executive Order 10368 of June 30, 1952 (17 F. R. 5929), amending Executive Order 10300 of November 1, 
1951, which delegated certain executive functions in connection with the administration of the Mutual 
Security Act of 1951. 

33 See Executive Order 10476 of August 1, 1953 (18 F. R. 4537), which implemented Reorganization Plan 7 
Sec. 104 (c) of this Executive order continued in effect those regulations and delegations of authority inci- 
dental to the administration of the industria] guaranty program. : 

8% See Reorganization Plan 8, effective August 1, 1953. 

4 63 Stat. 714. 


42493—54—pt. 2——-12 
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where he learned the rudiments of foreign exchange and foreign trade financing 
in the cities of Shanghai, Tsingtao, and Hankow, returning to this country via 
Suez after a brief period of study in the London branch. There followed assign- 
ments in Calcutta and Singapore, a return to Caleutta after home leave and in 
1929 after additional experience in Shanghai and Harbin he wes placed in charge 
of the National City Bank’s branch in Dairen, South Manchuria, for nearly 3 
vears. After this, for over a ‘ear he was stationed in Shanghei and was there at 
the time the Japanese moved into Manchuria and England went off the gold 
standard. From 1933 to the end of 1940, with the exception of home leave, Mr. 
French wes in Sing»:pore where the National City Bank was primarily engaged in 
financing trade with the United States. 

After leaving the National Citv Bank for familv reasons in 1941, Mr. French 
joined the Federal Reserve Bank of New York in the Foreign Funds Control 
Division until November 1944 when he resigned to accept his present position 
with the Export-Import Bank of Washington. 


Forrrcn GoveRNMENT FrnancraL Alp To Export TrRapE 
(By Rodney W. French, Examiner) 


STATEMENT OF SUBJECT 


This memorandum is directed primarily to the problems faced by certain cther 
countries with respect to financing experts and how the governments of such 
countries have attempted to answer these problems. The objective is to show 
how foreign governments have assisted their exporters in developing and holding 
foreign markets by methods that may merit consideration for adoption in the 
United States. 

It is recognized, of course, that this subject represents onl~ one fecet of our 
overall foreign trade problem. That successful foreign trade is necessarily a 
two-way operation requires no demonstration. However great our efforts are to 
improve our importing position there is no excuse for complacency or lack of 
diligence in fostering our export trade. There is no virtue in stabilizing our foreign 
trade at a low level. 

LIMITATION OF SCOPE 


It becomes apparent at once that to cover ell phases of official aid given by 
foreigners to their exporters would be a monumental tesk owing to the prevalence 
of some such eid in practically all countries »nd the manv ramifications and 
methods emploved. Consequently, consideration is being given only to selected 
countries whose political and economie systems are sufficiently similar to ours 
to offer the best typical examples. It is proposed to meke a review of the situation 
rather than to attempt~an exhaustive study. 

Limitation is also imposed by the lack of availability of information. While 
there is apparently a quantity of information relating to this subject in various 
Government files in this country, it is fragmentary and scattered. Investigation 
has failed to disclose any organized reports or studies on the overall subject. In 
this connection discussions have been had with members of the staffs of the 
Department of Commerce, the Federal Reserve Board, the Legislative Reference 
Section of the Library of Congress and the Department of State, which resulted 
in the statements that no such studies exist. Inquiries from representatives of 
the National Foreign Trade Council, Inc., the United States Chamber of Com- 
merce, and Brookings Institute elicited similar negative responses. 

A realization of the lack of such a coordinated study and the advisability of 
having one is evidenced by the fact that on August 31, 1953, Assistant Secretary 
of Commerce Anderson called an informal meeting of representatives of the De- 
partments of State, Treasury, Commerce, and the Export-Import Bank on this 
matter. It was decided by Mr. Anderson with the concurrence of the group at 
this meeting that such a study should be made and a member of the Department 
of Commerce staff was assigned to prepare a report without delay which would at 
least demonstrate what material could be assembled in a short space of time with 
respect to a few selected countries. 

t would appear that in order to make a thorough study it would be necessary 
enlist the active participation of our Foreign Service economic officers in the 
various countries. These officers, in addition to drawing from the regular sources 
of information in the countries in which they are stationed, should utilize informa- 
tion such as would be available from American firms or subsidiaries and their 
officers with a view to ascertaining actual examples of foreign government aid 
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which may exist, but perhaps are not generally publicized. A project of this 
type could be accomplished speedily by cabling a carefully prepared factfinding 
questionnaire to our missions abroad. 


GENERAL DISCUSSION 


Governments have throughout history concerned themselves with fostering the 
foreign trade of their nationals. However, it has been in the periods following the 
two World Wars when national economies were badly disrupted that nations have 
found it most necessary to take active measures in the foreign-trade field, particu- 
larly with respect to the promotion of their exports. There arose generally a 
similar urgency in many countries to strengthen their economies by increasing 
employment and increasing production by developing outlets abroad. 

Historically the impelling need for many foreign countries to expand their 
exports has been much more acute than in the United States of America. In 
consequence, many of these countries have devoted much thought and study 
to the development of their export markets and have adopted various procedures 
in endeavoring to accomplish this purpose. Because of their greater urgency 
some of these foreign governments have given exhaustive attention to matters of 
this kind and have developed methods which it might be well for us to review in 
order to determine from their experiences what, if any, lessons may be learned and 
explore the possibility that some of their methods may merit adoption in this 
country. We are primarily concerned here with the assistance of a financial 
nature afforded by other governments to their exporters. 


DESCRIPTION OF KINDS OF AID GIVEN RY FOREIGN GOVERNMENTS 


The methods adopted by various governments to assist their exporters have 
been many and varied. These embrace direct subsidies, government-to-govern- 
ment loans, barter deals, bilateral trade agreements, empire preference, preferen- 
tial exchange rates, exchange retention systems, tax relief measures, lower interest 
and discount rates, and insurance and guaranty systems. While not exhaustive 
these are the most common ways used to promote exports but in practice they are 
subject to many ramifications. 

Tax rebates are given to exporters in Germany, France, Austria, and Italy 
and consideration has been given to the subject in the Netherlands. Currency 
retention schemes are in vogue in Germany, France, the Netherlands, Denmark, 
Norway, and Austria. Recent advices from the Netherlands indicate that the 
Cabinet is considering a proposal for modification of trade policies and possibly 
a discontinuance or revision of the dollar retention system. 

There probably is no country in the world which has given more consideration 
to the matter of trade promotion than Japan. The picture there is not yet clearly 
defined but it appears that no stone is left unturned in the endeavor to foster her 
export trade. Organizations have been formed such as the Japan Development 
Bank, the Export-Import Bank of Japan, export credit insurance has been 
initiated and her trade missions are scouring the globe. Consideration is being 
given in the highest quarters to such matters among others as conclusion and re- 
newal of bilateral trade agreements, reduction in the interest rate of the Export- 
Import Bank of Japan, investigations leading to the increase of triangular trade, 
foreign currency retention, expansion of the export-import link system to the 
sterling area which is now confined to the dollar area (cotton is an example), gov- 
vernment aid to key industries to reduce costs and the elimination of undue com- 
petition among Japanese trading firms. There is evidence that the Japanese 
have been impressed by the German trade promotion methods. Incidentally, it 
is interesting to note that each of these countries has stated that it would like to 
do away with special devices to facilitate trade if its competitors would do likewise. 

It is not proposed to discuss here direct subsidies or government-to-government 
loans. Since barter deals and equivalent bilateral agreements and cartel arrange- 
ments have not been favored by our Government as a matter of policy or law, 
they will also be omitted from discussion. 

Most foreign nations since the war have found themselves with a serious shortage 
of United States dollars or sterling, or both. In consequence, many of their 
devices for promoting trade are the direct outgrowth or systems of exchange 
control which do not obtain in the United States of America. 

The most prevalent t) pe of export aid and the one most developed is export 
credit insurance in one form or another. It therefore appears advisable: to 
devote particular attention to this subject. 
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At the same time it may be well to keep in mind the long trading history of these 
foreign nations. The United Kingdom in particular has had to export in order 
to be able to finance the purchase of food to sustain her people and to buy raw 
materials so that they may have industrial employment. The fundamental 
necessity of foreign trade is a tradition which is ingrained in the British. They 
are brought up with it from childhood and believe in it all their lives. As a result 
the British traders present a united front to the world supported by the policies 
and discipline of their foreign office; their bankers, industrialists, labor organiza- 
tions, traders, shippers, insurance companies and press operate in coordination 
in the foreign trade field. A similar force stimulates other nations too in a like 
manner. It is from this background, difficult for us in this country to realize, 
that the export credit insurance grew. 


EXPORT CREDIT INSURANCE SYSTEMS ABROAD 


Export credit insurance in its present form was developed by the British after 
the First World War though there had been earlier incursions in the field of credit 
insurance in Britain and certain other European countries as well as in this coun- 
try. Here in the United States we have the American Credit Indemnity Co. of 
Baltimore, which was established in 1893 and is the oldest existing credit insurance 
company in the world but its operations are confined to internal and Canadian 
risks. 

The British system has provided a pattern which has been adopted in various 
respects by a number of other countries. The coverage offered by the Export 
Credits Guarantee Department of the British Board of Trade extends beyond 
that which can be obtained from private sources and includes, in addition to the 
risk of insolvency, insurance against loss to the exporter through war, the cancella- 
tion of export licenses and exchange restrictions in the buyer’s country. <A few 
years ago the scope was extended to include losses resulting from (1) market re- 
search surveys that did not pay for themselves over a period of time, (2) extra- 
ordinary advertising and sales promotion and (3) the holding of stocks primarily 
in North America. 

The following concise statement appears in the February 16, 1953 issue of the 
Economist: 

“The whole of a debt is never insured, the usual proportion covered being from 
75 to 90 percent, although as little as 50 percent may be accepted by the insurer if 
the transaction is speculative. Rates of premium range from about one-quarter to 
one-half percent of the insured turnover, and thus represent only a small addition 
to costs. In this, as in other classes of insurance, not the least of the services 
rendered by the insurer is expert advice to the insured aimed at minimizing losses. 
Information is available to insured traders regarding the credit worthiness of 
debtors and the maximum amount of credit considered appropriate; help is also 
given in recovering outstanding debts. Apart from insolvency, claims are paid 
if an account is not settled within 90 days of the due date by a buyer who has 
accepted delivery of goods without disputing liability.” 

Two types of guaranties are issued, one covering transactions relating to exports 
subject to only normal risks and the other special guaranty covering more specu- 
lative transactions which are considered to be in the national interest. The 
consent of Treasury is required for the granting of guaranties and those of a com- 
mercial nature are made in consultation with a well-qualified representative 
advisory council. An example of one of the projects insured under a special 
guaranty was the sale of buses to Cuba for the city of Havana; a transaction which 
for credit reasons the Export-Import Bank was not prepared to finance. 

The President of the Board of Trade on March 6, 1952 estimated that the pro- 
portion of total exports covered by export credit guaranties amounted to 15 percent 
for the fiseal year 1951-52. 

As a result of costly experience, the British learned that there were two basic 
features which should be followed if a credit insurance plan were to operate suc- 
cessfully and economically. The first was that the risks should be averaged since 
otherwise the tendency is to be asked to insure only the more speculative risks. 
Consequently, their regular procedure is to require firms to insure not specific 
transactions alone but their whole turnover. his also makes lower premium 
rates possible. Secondly, insured firms are required to carry a portion of the 
risk themselves. Thus the firm continues to have a financial stake in the trans- 
action which promotes the exercise of more careful credit judgment and reduces 
the temptation to overtrade. It has too been the policy of the British Govern- 
ment’s Export Credits Guarantee Department to insure the commercial insolvency 
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risks, which are probably more profitable, together with the political and transfer 
risks. This has given the organization a virtual monopoly position and has meant 
that the large privately owned trade indemnity company is relegated primarily 
to the domestic field. It may be added that the Department’s refusal to cover the 
political risks unless it covers the commercial risks as well, has been the subject of 
considerable debate and criticism in Great Britain. 

With respect to several European countries the following appeared in the May 
9, 1953, issue of the Economist: 

“For the most part, the development of export credit business in Europe since 
the end of the First World War is the story of cooperation between governments 
and private enterprise. The general rule has been that while political and trans- 
fer (or ‘balance of payments’) risks can most appropriately be covered by the 
state, commercial risks (that is to say, the risk of insolvency among individual 
foreign importers) can be covered partly or wholly by private enterprise. In 
Germany, for example, a private company acts for the Government in arranging 
the whole range of export credit insurance and somewhat similar arragenemnts 
obtain in the Netherlands. In Belgium a private company covers the commercial 
risks in export credits while a state-owned undertaking covers the political and 
transfer risks (although it is also prepared to reinsure the insolvency risk covered 
by the private company). In France the state and private enterprise have joined 
forces in forming a mixed company that handles the whole of France’s export 
credit insurance business. Britain and Seandinavia have stood apart from this 
system of wedlock between private and state enterprise.”’ 

In Germany there is no separate Government organization similar to the British 
Export Credits Guarantee Department of the Board of Trade. However, an 
exporter may obtain export credit insurance from the private, but Government 
sponsored, Hermes Insurance Co. which in turn can reinsure with the Government 
for the political and transfer (noncommercial) risks. Financing can then be se- 
cured from Government-controlled banks at comparatively favorable rates. The 
German Export Credit Bank (Ausfuhrkredit A. G.) was set up by a consortium of 
private banks and has discownt facilities with the Deutscher-Lander Bank, the 
German Central Bank. 

A private company in Switzerland, the Federale, covers the commercial risks 
while the Government covers the political risks and will only cover insolvency or 
default if the debtor is a government or public entity. There is no direct col- 
laboration between the two. 

In Sweden the Export Credits Guarantee Department will cover either com- 
mercial or political risks or both. It is mainly concerned with the insurance of 
a political nature. 

Like its United Kingdom counterpart, the Canadian Export Credit Insurance 
Corporation underwrites the transfer and political risks only when the commercial 
credit risks are insured with it. 

It should be noted that in general the private credit insurance companies are 
affiliated with similar allied institutions in other countries through membership 
in the International Credit Insurance Association at Zurich. This gives them 
recourse to a vast pool of information, the advantages of which are obvious and 
furnishes a meeting place for consideration of mutual problems. 

At the present time credit insurance in one form or another exists in almost all 
countries Whose ecnomies have reached a high level. It is recognized as a pecu- 
liarly difficult business which presents problems not found in other fields of in- 
surance. The absence of actuarial statistics which can be applied to the multitude 
of diverse individual risks has given rise to the feeling in some quarters that the 
use of the term “insurance’”’ in this connection is a misnomer. 

In all cases the insurers insist on receiving not only complete details of a specific 
risk but also full information regarding the sellers’ background and past record as 
well as the standing of the buyer. One of the features credit insurance companies 
stress is the value of their own accumulated credit experience but they also require 
a most intimate knowledge of their clients’ affairs before covering risks. It is 
this latter point that gives rise to the question of whether or not there is domina- 
tion by the insurer and where the state is the insurer if it does not mean the injec- 
tion of government into the proper functions of private trading. 

Comment along this line appeared in an editorial in the March 28, 1949, issue of 
the Export Trade and Shipper, the last paragraph reads as follows: 

“On this side of the Atlantic and in some quarters in Britain, the credits guaran- 
tee scheme is seen as another threat to private enterprise, placing in the hands of 
government, as it does, the power to cut off, or at least hamper, an individual’s 
or a firm’s export operations by merely withholding credit facilities. This is not 
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to say that the United Kingdom would exercise such power while still a nation 
of free men, but the threat is always there.” 

Even though Export Credit Insurance has received its impetus during times of 
world economic stress it has come to be recognized as more than an emergency 
device. Based on the acceptance it has received it is evident that it would have 
developed in any case and indications are that it will continue to develop. 

In the early days credit insurance attempts suffered numerous financial re- 
buffs. In his book International Trade Principles and Practices, third edition 
published in 1951, Mr. Horn makes the following statement on page 598: 

“Although considerable net losses have been incurred generally by govern- 
ments under their foreign credit insurance transactions, in Great Britain this 
service has been self-supporting.” 

Recently the British Export Credits Guarantee Department has received a 
very heavy blow owing to losses on exports to Brazil. With net earnings of 
£11% million the Department has built up a reserve of approximately £13 million. 
This reserve has been more than wiped out by claims during the year ending 
March 31, 1953, of more than £15 million and there is no indication that losses 
during the current year will be much less. Total claim payments in this connec- 
tion have been estimated at £32 million or more and may be recoverable in whole 
or part in time. Additional losses had to be made good by the British Govern- 
ment during the war years but the details were not made public and: the amounts 
were small in comparison with those in Brazil. 

The Canadians seem to like their foreign credit system. It is estimated that 
about 40 percent of Canada’s total insurable export trade is covered by the Gov- 
ernment Berpesuiien: Competition with private credit insurers is avoided. It 
is of interest to note that of the current Government insurance policy holders 4 
percent only have been in business less than 5 years, over 65 percent have been in 
business since 1939 and a substantial number have been in business over 100 
years.! The corporation has operated without cost to the Canadian taxpayer. 

In reviewing the export credit insurance plans of foreign governments it will be 
observed that the emphasis is placed on the experience and knowledge of the ex- 
porter. If there is any endeavor to stimulate small or inexperienced firms to 
enter the export field it is not in evidence. Available statistics do not show a 
breakdown of insurance coverage in various foreign countries by length of credit 
terms. It appears however, from such information as has been obtained that a 
large majoritv of the transactions are short term. Separation of the amounts of 
—< goods and consumer goods covered would also be illuminating. 

Behind all these trade-promotion schemes is the fear that other nations are 
giving their nationals better competitive advantages. Germany, for instance, 
complains of the assistance Britain is furnishing her exporters and vice versa. 
The British Credit Insurance Association has made a survey of German competi- 

tion and another on the outlook for British exports to Latin America. The latter 
cites advantages offered United States exporters by the Mutual Security Agency 
and the benefits of tax concessions in the United States for firms establishing 
subsidiaries in Latin America and Canada, This report recommends that a new 
finance corporation should be established by the Government along the lines of 
the German Ausfuhrkredit A. G. since the British banking system does not in- 
clude facilities for financing on a long-term basis. 

A British viewpoint of foreign competition is typified by the following excerpt 
from the British Trade Journal and Export World of December 1952: 

“* * * Most of the European countries and Japan, for example, are offer- 
ing ever-lengthening credit. Germany is the chief competitor in the field. Al- 
though normally the German exporter expects to get payment over a period of 4 
years from delivery, there have been numerous cases where up to 7 years have 
been offered. There have also been reports that in some cases in Latin America 
the Italians have been willing to accept contracts where payment will be spread 

over 10 years. 

“The United States presents a special problem because of the large-scale 
activities of the Export-Import Bank.” 


POSITION RESPECTING EXPORT CREDIT INSURANCE IN THE UNITED STATES 


The United States is the only major trading country of the present day that 
does not have a foreign credit insurance scheme provided either by private 
resources, by the Government or a combination of the two. 





' A. W. Thomas, Export Credit Insurance Corp., Ottawa, as quotei by Stanley E. Hollis, Exporters 
Digest, August 1953. 


For 
on U 
factu 
by a 

rio 
in for 


expo! 
hs 
insol 
risks 
for it 
valu 
repo’ 
eredi 
Fe 
stan 
to r 
susp 
1938 
nam 
men 
ance 
mer 
fical 
Fin: 
gua 
dra’ 
lett 
line 
pro 
I 
defi 
pos 
Go 
Th 
f 

a t 
pre 
the 
the 





STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 949 


Formerly, one private organization, operating on a mutual basis wrote insurance 
on United State. exports. This organization known as the American Manu- 
facturers Foreign Credit Insurance Exchange, was formed following World War I 
by a group of manufacturers who had entered the export business during the war 
period and were anxious to create credit facilities as one of the means to continue 
in foreign trade activities. It »tarted its operations in January 1921 to provide 
export credit insurance for its member exporters. 

In general, the exchange covered risks against nonpayment by reason of the 
insolvency of the buyer. No attempt was made to insure transfer or exchange 
risks. The procedure followed was for members to offer individual export accounts 
for insurance. If approved, the member paid a premium of about 1 percent of the 
value of the shipment. If rejected, the exchange gave the applicant a confidential 
report on the foreign buyer as a guide as to whether the member should ship on 
credit terms or demand cash or secured terms. 

Following the departure of Great Britain and other countries from the gold 
standard in 1931, it Seon extremely difficult to effect transfer of foreign exchange 
to make payments for United States exports. Consequently, the exchange 
suspended insurance operations in December 1932. Operations were resumed in 
1935 and continued until 1942 by the same group on a restricted basis under the 
name of the “Export Credit Indemnity Exchange.” 

As early as April 1933, the National Foreign Trade Council presented to its 
membership for consideration a proposition for adoption of an export credit insur- 
ance system modeled after the British system as a means of stimulating employ- 
ment in the United States.2 It was suggested that consideration be given speci- 
fically to a proposal that Congress amend the act creating the Reconstruction 
Finance Corporation whereby that organization would have been authorized to 
guarantee without recourse to the exporter, up to 75 percent of bills of exchange 
drawn against export shipments. It was reported at that time that in response to 
letters sent out to some 700 firms selected to represent a cross-section of various 
lines of industry and commerce in the country, 75 percent replied, endorsing the 
proposal. 

In 1934 under the auspices of the Reconstruction Finance Corporation a 
definitive study was made of the European export credit insurance systems as a 
possible basis for formulating a pattern for a Government-operated or partially 
Government-controlled plan of export credit insurance in the United State..! 
This study was presented without conclusions or recommendations. 

Some time in 1939 or 1940, the Executive Committee on Commercial Policy, 
a body of top United States Government officials concerned with international 
problems, created a subcommittee on export credit insurance. In Decembe,; 1940 
the subcommittee submitted a report to the Committee in which it was stated 
that: 

“The subcommittee agreed that a financially sound export credit insurance 
plan might be desirable under more normal concitions but that it would be unwise 
to at opt a program at this time. 

“Crecit insurance would tend to expan’ United States exports at a time when 
the increasing balance in favor of the United States constitutes one of the funda- 
mental problems confronting Latin America. The interruption of trade .with 
Europe not only has eliminated much of the competition confronting our exporters 
and manufacturers but has foreed the countries of this hemisphere to look to us for 
the major part of their essential needs. The resulting exchange ifficulties 
must be met by the extension of dollar cre’its until imports are recuced or the 
Latin-American position is improved through in’ustrial development and the 
expansion of noncompetitive exports to the United States. 

“It is the policy of the Government, acting through the ¥xport-Import Bank 
to extend such immediate cre’it as the emergency may require * * *’ 

There is evidence that various congressional groups have been giving consi tera- 
tion to the a”“option of an export cre“it insurance scheme at least since 1934. 
During 1945 the Foreign Trace Subcommittee of the Senate Small Business 
Committee conducted a comprehensive stuay of the cesirability and practica- 
bility of Government insurance of private exports. The stu’y covered operations 
of export cre’it insurance in foreign countries and included Ciscussions with both 
private and governmental groups in the United States intereste? in foreign trade 
problems. The subcommittee filed a report favorable to the adoption of an export 
cre’ it insurance scheme by the United States Government. 


2 This proposition was set forth in a speech entitled ““Government Credit Aid for Foreign Trade’’ made at 
the 20th National Foreign Trade Convention on April 27, 1933, by Reginald F. Chutter, export manager of 
Sharpe & Dohme. 

§ Published by U. 8. Government Printing Office in 1934. S. Doe. No. 225, 73d Cong. 











950 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


Following the report of the Senate Foreign Trade Subcommittee, a bill was 
introduced in the Senate by the chairman of the subcommittee on May 13, 1946. 
An icentical bill has been introduced in each subsequent Congress. The most 
recent is that known as S. 849 introduced by Senator James EF, Murray on Feb- 
ruary 10, 1953. The purpose of the bill is given as the encouragement of fuller 
participation by small business concerns in sounely expanded foreign trade, 
The bill, if enacted, would authorize the Export-Import Bank of Washington, 
through a Foreign Trade Insurance Division which would be created under the 
terms of the bill, to insure and reinsure for loss of payment from foreign debtors due 
United States residents and firms for the export sale of goods, inclucing services 
and charges related to such sales. It would provice coverage up to 100 percent 
of the value of the obligation for failure to receive payment because of exchange 
control action by foreign governments, anc up to 90 percent for failure to receive 
payment for crecit and other reasons. The bill incluces a statement of policy 
to the effect that the insurance would be available to all the classes of commodities 
in Unitec States exports on reasonable terms. 

Hearings on bill S. 414 of the 80th Congress held on March 25, 1947, and April 
8, 1947, include testimony of a few representatives of the export trate who sup- 
ported the bill‘ Much of the testimony, however, came from various groups in 
the Unite? States Government concerned with international trate. With the 
exception of the Export-Import Bank and the Feceral Reserve Boar’, none of these 
groups took a definite stand for or against the enactment of the bill. Both the 
Export-Import Bank and the Federal Reserve Board took a positive stand against 
enactment. 

The position taken by the Federal Reserve was essentially that the problem 
facing the Unite’ States was that of stimulating imports rather than exports. 

The Export-Import Bank expressed doubt that there was suficient Cemand 
for export crecit insurance to warrant the entrance into this field by the United 
States Government anc incicated that export credit insurance might be consi‘ered 
a more appropriate field for private enterprise than for Government. The obser- 
vation was also mace that there appeared to be a basic contraciction in the 
Export Insurance Act of 1947, which envisaged a Government system of export 
guaranties based on loss experience of exporters, but was avowecly designed 
especially for the benefit of manufacturers and producers who have little or no 
export crecit experience. This led to the question as to whether a system open 
to all comers without Ciscrimination could be operated without heavy acminis- 
trative expenses or without a net loss to the Government. 

The bank also warnec of the possibility that a government system of export 
crecit insurance might become a scheme for the indiscriminate promotion of 
exports not justified by underlying credit and exchange conditions in foreign 
countries. 

At the hearings on the bill officials of the Export-Import Bank called attention 
to the fact that a single large credit extended by the bank gives many United 
States exporters an opportunity to sell their products on a cash basis to foreign 
countries. 

In its official comments from time to time since 1947, on proposed legislation 
whereby the United States Government through the Export-[mport Bank would 
establish an export credit insurance scheme, the bank has continued to express its 
disapproval of such proposed legislation. The basis of this disapproval is suc- 
cinctly summarized in the following excerpt from a letter dated August 27, 1953, 
to the chief clerk of the Senate Committee on Banking and Currency: 

“No reason is found under existing circumstances to warrant changing our 
opinion as to the lack of wisdom of this legislation. Measures undertaken by this 
bank to promote United States foreign trade must take into account the acknowl- 
edged two-way nature of that trade. More specifically, this means that assistance 
by the bank in financing United States exports can only be successful if carried out 
on a selective basis. Such assistance must contribute in the long run to the eco- 
nomic ability of foreign countries to stand on their own feet and to maintain or 
increase their own capacities to finance the acquisition of United States goods and 
commodities. This is especially true at the present time when improvement of 
the dollar-exchange position of our existing and prospective foreign customers is 
of such importance.” 

The hearings on the Export Credit Insurance Act of 1947 incorporate the find- 
ings of a survey made in 1945 by the Board of Governors of the Federal Reserve 
System at the request of the Foreign Trade Subcommittee of the Senate Small 





‘A digest of these hearings is included as appendix A. 
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susiness Committee. This survey indicated that many of the banks canvassed 
in the survey would probably be interested in expanding the volume of their 
foreign export financing and in offering more liberal terms if the export transactions 
were covered by export credit insurance. This finding did not appear to be partic- 
ularly significant, since a reduction in risks would almost automatically bring an 
interest in expanded business and in more liberal terms. 

Proposals for the establishment under the auspices of the United States Govern- 
ment of an export credit insurance system in this country have had mixed 
reactions. During the period of 1933-34 when employment and economic activity 
in the United States were at a low ebb, it appears that considerable support for a 
governmental insurance system developed. For the most part, however, since 
that time the response of a majority of the spokesmen for both the export trade and 
financial institutions interested in such trade has been unfavorable to the entry of 
the Government into this field of activity. 

Objections have most frequently been raised on the grounds that the Govern- 
ment should not extend its activities further into the business area and that the 
export credit insurance field might appropriately be reserved for private enterprise. 
There is an allied fear that a governmental system of export credit insurance would 
encourage unsound trade promotion and the extension of unwarranted credit. 
Concern has also been registered that the cost of such a system by the Govern- 
ment would result in exeessively high premiums or subsidization of the export 
trade by the taxpayers. 

Since the beginning of World War II, many economists and international trade 
specialists in the United States have contended that, as a matter of policy, during 
the period of the existing trade imbalance, emphasis should be placed on the 
promotion of imports rather than exports. The proposition has frequently been 
advanced that the operations of the Export-Import Bank as carried out over the 
postwar period offer a better means of promoting sound export trade in that the 
operations permit selectivity of risks and at the same time provide many United 
States exporters with cash business. 

In support of the adoption of an export credit insurance system by the United 
States Government, it is contended that such a system would assist many small- 
business concerns which are now unable to tap foreign markets to participate in 
the export trade of this country, and that the promotional effects of such a system 
would help in maintaining a high level of employment in this country. They also 
point out that the costs of such a system as evidenced by experience in other 
countries would not be excessive. 

One recent commentator on this subject has suggested that the recent reorienta- 
tion of the lending policies of the Export-Import Bank will further impair the 
ability of manufacturers of capital goods in the United States to compete in world 
markets and may add impetus to the efforts to have the Government adopt a sys- 
tem of export eredit insurance. 

Many who would object to the entry of the United States Government into the 
direct administration of an export credit insurance system, retain reservations 
as to transfer or exchange risks. It has been suggested that even though the 
general field be reserved for private enterprise, the Government might properly 
underwrite this particular type of risk. 

As indicated above, a great deal of attention both within and without the United 
States Government has been given to the matter of a system of export credit 
insurance to cover exports from the United States. Much of the reaction in the 
past has been adverse to the adoption of such a system for operation by an agency 
of the Government. It does not necessarily follow, however, that the position 
taken in the past is correct as applied to current or future conditions in the United 
States and to its export trade. With changing conditions the business community 
in this country may be shifting to a more favorable attitude. Recent develop- 
ments in connection with the Export-Import Bank may greatly influence the 
attitude of persons interested in the export trade on this subject. It would appear 
desirable, therefore, to make sure that the question of a Government-sponsored 
and administration export credit insurance system at this time has full discussion 
and debate within the Government and in the business community before a final 
conclusion is reached. 

COMMENTS 


This review of foreign governmental aid extended to their export traders does 
not disclose particular methods which it might be well for us to consider for adop- 
tion in this country with the possible exception of export credit insurance. The 
reason for this is that most of the devices used have come about because of the 
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disruption and imbalance of these foreign economies and hence would not be 
applicable here. Our investigations have disclosed a dearth of available informa- 
tion on the overall subject. This review has necessarily not been exhaustive. 
As pointed out above in order to make a complete study full use should be made 
of our Government’s foreign economic officers. Obviously this will take time. 
Along with this, a study could be made showing all the methods which we in this 
country are employing to assist our own exporters. A comparison, of the two 
studies when completed would demonstrate whether or not we are giving our 
exporters as much aid as their foreign counterparts are receiving and might dis- 
close areas to which further attention should be directed. A review of the bank- 
ing laws of other countries compared with our own would demonstrate whether 
or not our foreign trader are operating at a comparative disadvantage in this 
regard. 

Consideration of the adoption by our Government of an export credit insurance 
system which has been discussed above at some length must necessarily be com- 
bined with a knowledge of what the future ectivities of the Export-Import Bank 
of Washington are to be. In the past, various operations of the Export-Import 
Bank have accomplished purposes similar to those for which export credit insur- 
ance is intended. Consequently, if the bank ‘!s to continue as it has in the past, 
there does not appear to be a strong argument for our Government to inaugurate 
such a system, 

An effective system of this kind could not be established unless it were pro- 
vided that the insurer would be fully informed of the detailed business operations 
of the insured. This would mean the injection of the Government into the very 
heart of a business and in the view of the writer is sufficient to condemn the 
plan as not being in accord with our traditional ideas of free enterprise. Further 
than this it has not been determined that there is a real need in this country for 
export-credit insurance or that it would receive the support of our foreign traders. 
Aside from the cost it is difficult to believe that exporters would welcome it when 
they came to a full realization of how such a plan would have to be operated if 
it were to be done on a self-supporting basis rather than by some method in the 
nature of a subsidy. 

Competitor nations are conducting their foreign trade along nationalistic lines 
and to blink this fact serves to delude ourselves and benefit our competitors. 
Many in this country feel that in one way or another large sums of money earned 
by Americans are utilized to finance foreign firms competing with our own na- 
tionals. With the completion of industrial reconstruction in Western European 
countries and the attending increase in international competition to supply 
foreign markets this feeling will become more pronounced and articulate. It is 
difficult to believe, in spite of the views expressed in some quarters, that we as 
a country are strong enough economically and rich enough so that we alone of 
all the nations can afford to ignore or belittle the fact that world trade is and 
has always been conducted along nationalistic lines. Admittedly, this is not an 
ideal situation but it should be corrected by international cooperation and there 
are organizations working toward this end, but lasting improvement will not be 
obtained by the United States making the buik of the concessions and making 
them first without any quid pro quo. United States firms are entitled to the 
support of our Government especially when such help is needed in order to meet 
unfair competition. Our Government has a responsibility to see that there is 
nothing in our laws or policies to prevent or hinder our nationals from trading 
on an equal basis anywhere in the free world they so desire, This does not mean, 
of course, that we should aid or abet an international race for the extension of 
longer or more favorable credit terms. Trade wars always leave those who 
participate in them worse off in the long run. 


ApPpENDIx A 


Dicest or Unrirep States Senate Hearinas in 1947 on S, 414 To EstaBuisa 
System OF GOVERNMENT INSURANCE FOR UNITED States Exports 


BILL 8. 414 


The bill which was under consideration in 1947 would have authorized the 
Export-Import Bank of Washington, through a Foreign Trade Insurance Divi- 
sion, provided for under the terms of the bill, to insure and reinsure for loss of 
payment from foreign debtors due United States residents and firms for the 
export sale of goods, including services and charges related to such sales. The 
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bill had been introduced by Senator Claude Pepper of Florida. The hearings 
were conducted by a subcommittee of the Senate Committee on Banking and 
Currency under the chairmanship of Senator Homer E. Capehart 


REPORT ON PREVIOUS INVESTIGATION 


The hearings on 8. 414 incorporate a report which had been submitted by 
Senator Claude Pepper in connection with an identical bill introduced in the 
79th Congress. This report is identified as Senate subcommittee print No. 7, 
79th Congress, 2d session. It claims the following benefits for export-credit 
insurance: 

1) By stimulating exports, export-credit insurance would offer means of 
continued utilization of plant facilities of smaller manufacturers in the United 
States whose capacity was greatly expanded during World War II. 

(2) Enable American exporters of consumers goods to meet credit terms of 
European competitors who are backed by their governments’ export-credit 
insurance. 

(3) Assist American exporters in developing markets in foreign countries whose 
economies were disrupted by war. 

(4) Assist smaller exporters in obtaining additional financing by banks of export 
paper. 

Appendix D of Senate subcommittee print No. 7, 79th Congress, 2d session, 
lists organizations as follows which had endorsed the principle of governmental 
insuranee for American exporters. The following endorsed such insurance for 
both “transfer” and “‘credit’’ risks: 

Foreign Trade Association of Southern California, Los Angeles 
Advertising Club of New York, committee on international trade 
New Orleans Association of Commerce 

American Hardwood Exporters, Inc., New Orleans 

Detroit Board of Commerce, foreign affairs committee 
Washington State Governor’s Council on Foreign Trade 

Foreign Trade Department, Seattle Chamber of Commerce 

Los Angeles Bankers’ Breakfast Club 

The following confined their endorsement to the principle of governmental 
insurance for American exporters for ‘‘transfer’’ risks only: 
National Foreign Trade Council, New York 
Overseas Automotive Club, New York 
Foreign Credit Interchange Bureau of New York 


STATEMENT OF SENATOR CLAUDE PEPPER 


In his statement before the committee Senator Pepper indicated that the export 
credit insurance scheme contemplated by 8. 414 would be modeled after the sys- 
tems in effect in Great Britain and Canada. It was his conclusion that the $100 
million fund provided by the bill would permit the writing of $500 million of 
insurance to be outstanding at one time. He emphasized the intent that the use 
of the insurance would be optional with the exporter, the system would operate 
on a self-supporting basis, the poticies would vary to reflect requirements and 
special characteristics of the various classes of export business, and that premium 
rates would be flexible to reflect such factors as the differences in the loss experience 
of exporters, types of goods sold, credit terms, and country of destination. 

At the conclusion of Senator Pepper’s testimony, Senator Capehart said: 

“T feel quite kindly toward the bill. I think it has a lot of merit. I think there 
is a place for it in oureconomy. The big question mark in my mind is the mechan- 
ics of operating it. Is it practical? It certainly is sound in principle. Is it 
practical? That is something that, of course, we will want to go into in great 
length and great detail.’’ 


STATEMENT OF HERMAN EDELSBERG, FORMER GENERAL COUNSEL, SENATE FOREIGN 
TRADE SUBCOMMITTEE 


There follows some selected quotations from Mr. Edelsberg’s statement: 

“The Export-Import Bank in its current practice, as I understand it, is pre- 
pared to finance the large sales of capital goods of capital-improvement projects. 

“They finance the paper involved in the transaction without recourse to the 
American exporter or the bank that handled the deal for them. In some cases 
the negotiation takes the form of an agreement by the Export-Import Bank to 
buy the paper up to a certain amount at any time from the American exporter or 
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his bank. Of course, the paper will be offered to the Export-Import Bank only 
if it has proven worthless. 

“In effect, you have a form of insurance up to a stated amount of the transac- 
tion, The unusual factor in that situation is that generally the payments are 
amortized over a period of years, from 3 to 10 years. They do not do that in the 
case of sales of consumers goods or general commodities. 

“T may say this, many of the small exporters of the country whom we polled 
on this question thought that a separate agency should be gotten up to administer 
this operation. They did not have confidence in the Export-Import Bank, which 
they regarded as a big business institution, but we finally decided that we would 
recommend that the Export-Import Bank have the foreign trade insurance func- 
tion. 

““We were eonvinced by the fact that the operation would be conservatively 
run by them; and if we set up a separate division on which we could focus the spot- 
light of public attention, we could perhaps insure that the bank would become more 
small business minded.”’ 


STATEMENT OF THOMAS C. BLAISDELL, JR., AT THAT TIME DIRECTOR, OFFICE OF 
INTERNATIONAL TRADE, DEPARTMENT OF COMMERCE, WASHINGTON, D. C. 


in concluding his prepared statement, Mr. Blaisdell said in part: 

“The Department (of Commerce) is interested in the expansion of our inter- 
national trade, and particularly in the more active participation of some of the 
smaller business concerns in that trade. Whether a business is large or whether 
it is a small business, credit facilities are, of course, necessary. And as we have 
reviewed the situation, both with the export community and with the import 
community in our regular everyday business and in special talks that we have 
had with our advisory groups, it would seem clear that you cannot get positive 
evidence one way or the other on this particular matter as to what kind of a need 


there might be. It just does not come out that we are all for or that we are all 
against.”’ 


STATEMENT OF JOHN PARKE YOUNG, AT THAT TIME ADVISER, OFFICE OF FINANCIAL 
AND DEVELOPMENT POLICY, DEPARTMENT OF STATE, WASHINGTON, D. C, 


Mr. Young read a letter dated March 25, 1947, addressed to Senator Tobey 
by Acting Secretary of State, Dean Acheson, which indicated that the Depart- 
ment of State had been unable to assess the present or future need for Government 
export credit and transfer insurance. It was recommended, however, that, if 
such a system were established, premiums for transfer risk should not be cited 
separately from premiums for other risks. The purpose of this recommendation 
was to avoid possible adverse effects on any given foreign currency if premiums 
related solely to transfer risk should become public information. It was also 
suggested that it might be advisable to limit coverage of export credit risks to a 
maximum of about 75 percent to insure a more substantial interest on the part 
of the exporter in the credit standing of his customer. 


POSITION TAKEN BY SECRETARY OF TREASURY 


A letter dated March 24, 1947, from John W. Snyder, Secretary of the Treasury 
at that time, was read into the record. 

Mr. Snyder indicated that it was his understanding from discussions with other 
agencies of the Government that there had not been sufficient demonstration that 
a real need existed for a system of export insurance and transfer guaranties. 


POSITION TAKEN BY EXPORT-IMPORT BANK 


A letter dated March 19, 1947, from William McChesney Martin, Jr., at that 
time Chairman of the Export-Import Bank, was read into the record and sub- 
sequently Mr. Martin appeared before the committee. The general conclusion 
stated by Mr. Martin in his letter is as follows: 

“The Export-Import Bank considers it highly desirable that all of the foreign- 
trade financing activities of the Government be concentrated in one agency and 
therefore agrees that it would be the logical agency to administer a Government 
system of export credit and transfer guaranties if such a system were authorized 
by the Congress. Moreover, the bank believes that the soundness of such a 
system would depend largely upon the way in which it is administered. 

“On the basis of the evidence presently available to it, however, the Export- 
Import Bank is not convinced of the need and desirability of a Government system 


~~ 
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offexport credit and transfer guaranties. Furthermore, it would oppose certain 
provisions for the administration of such a system in the Export-Import Insurance 
Act of 1947.” (This last point related to the proposal to establish an auton- 
omous foreign trade insurance division in the Export-Import Bank.) 

Subsequently, Mr. Martin and two other officials appeared before the com- 
mittee and elaborated on the position of the Export-Import Bank in regard to the 
bill. A more detailed statement of conclusions was given as follows: 

“With respect to credit guaranties, the evidence available to the bank indi- 
cates that the need for short-term credit guaranties is insufficient to warrant the 
establishment of a general system under Government auspices. 

“The bank takes the position that there should be a convincing demonstration 
of need for a Government system before entering a field of activity which might 
be considered more appropriate for private enterprise. 

“The bank is disturbed also about what seems to be @ basic contradiction in 
the proposed Export Insurance Act of 1947, which envisages a Government system 
of export credit guaranties based on the loss experience of exporters but is 
avowedly designed especially for the benefit of manufacturers and producers who 
have little or no export credit experience. The bank questions whether a system 
open to all comers without discrimination could be operated without substantial 
loss to the Government. 

“The bank has made an extensive investigation of the need and feasibility of 
transfer guaranties without reaching any final conclusions. The evidence is 
inconclusive. Exporters in general express apprehension of another period of 
dollar scarcity comparable to that of the 1930’s and would be happy to have the 
Government assume a risk which they consider they are not in a good position 
to appraise. On the other hand, investigation by the Export-Import Bank 
shows that established exporters have had a considerable measure of success 
in avoiding transfer losses in the past. Hence, the bank has some doubt regarding 
the need and actual demand for transfer guaranties. 

“The system of export credit and transfer guaranties proposed in S. 414 would 
seem to call for blanket guaranties of the commitments entered into by the indi- 
vidual exporter during a given period of time. The bank is impressed by the 
possibility that such a system might become, not an insurance system making 
possible a pooling of risks by individual exporters, but a scheme for the indis- 
criminate promotion of exports not justified by underlying credit and exchange 
conditions in foreign countries,” 


STATEMENT OF J. BURKE KNAPP, AT THAT TIME ASSISTANT DIRECTOR OF RESEARCH, 
FEDERAL RESERVE BANK SYSTEM, WASHINGTON, D. C, 


Mr. Knapp read a letter dated April 2, 1947, addressed to Senator Tobey by 
the Chairman of the Federal Reserve Board. In this letter it was stated that 
the Board did not believe it desirable at that time to institute a Government 
system of export credit insurance or of transfer insurance. Doubt was expressed 
that the provision of export credit insurance would make any substantial con- 
tribution to the problems of small business in foreign trade. It was observed 
that the handling of credit and transfer arrangements is only one of the many 
points at which foreign trade presents special difficulties to a small domestic firm 
The letter concluded with the suggestion that any consideration of new Govern- 
ment machinery for promoting foreign trade might better be devoted to the 
stimulation of imports rather than exports. 

In a discussion with the committee on the problem of stimulating imports, 
Mr. Knapp made the following comment: 

“Tt is difficult to find opportunities for a stimulation of import financing. I 
would just suggest this to you—that the Export-Import Bank has been making 
loans to some foreign countries for the purpose of stimulating their production, 
the more efficient and cheaper production, of goods which are required in this 
country; and that indirectly although the initial transaction, is an export 
transaction, promotes our import.” 


STATEMENT OF J. E. HELLER, REPRESENTATIVE OF INDUSTRIAL ASSOCIATES FOR 
FOREIGN TRADE, NEW YORK, N. Y. (A NONPROFIT ASSOCIATION OF INDEPENDENT 
EXPORTERS AND IMPORTERS) 


Mr. Heller appeared before the committee in support of 8. 414. He placed 
emphasis on the fact that export credit insurance would make it easier for small 
exporters to obtain financing for their export sales. He stated that at that. time 
(1947) small exporters were under pressure from their foreign accounts to ship 
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on a sight draft basis. This pressure, according to Mr. Heller, had resulted from 
the unwillingness of foreign banks to open letters of credit in favor of the United 
States exporter unless the foreign purchaser put up 100-percent collateral. He 
said that it is a recognized fact that small exporters do not have the financial 
means to finance sight-draft shipments. He predicted that ‘‘unless this bill is 
passed, the ‘fatalities’ in the small exporter fraternity will be horrendous in the 
immediate future.” 

Mr. Heller also emphasized that the establishment of the insurance system 
contemplated by S. 414 would be a much needed means of providing exporters 
with complete, reliable and up-to-date credit information on foreign buyers. In 
this connection he urged that the bill be amended to prescribe specifically for the 
hiring and maintenance of special representatives in “‘each of the foreign countries” 
in addition to chief export centers in the United States. 

Mr. Heller also suggested that the largest part of the insurance risk under the 
proposed act be reserved for small exporters. 


STATEMENT OF MILTON W. SMITH, PAN AMERICAN NEWS, NEW YORK, N. Y. 


Mr. Smith described the increase in the number of small exporters following 
World War II and pointed out that with a shift to a buyer’s market many of the 
small exporters were having trouble in financing their export sales. His analysis 
of this problem was essentially the same as that offered by Mr. Heller. 


STATEMENT OF MAURICE PERELES, PRESIDENT AND MANAGING DIRECTOR, FOREIGN 
ADVERTISING AND SERVICE BUREAU, INC., NEW YORK, N. Y., REPRESENTING 
THE COMMIITEE ON INTERNATIONAL TRADE OF NEW YORK 


Mr. Pereles strongly favored the passage of 8. 414 primarily on the basis that the 
export credit insurance system as provided for in the bill would increase the turn- 
over of capital devoted to international trade. He claimed that the use of letters 
of credit tended to restrict the use of otherwise available funds because of the 
lapse of a considerable period of time between the opening of the letter of credit 
and payment under the letter of credit. 


STATEMENT OF CARL M. LEICHMAN, PRESIDENT, INTASSIND, INC., NEW YORK 7, N. Y. 


Mr. Leichman recited the difficulties he had experienced after World War II 
in obtaining financial assistance in setting up an export business. He felt that a 
system of Government export credit insurance would help small exporters in 
financing a larger volume of sales. 


STATEMENT OF KENNETH H. CAMPBELL, MANAGER, FOREIGN COMMERCE DEPART- 
MENT, UNITED STATES CHAMBER OF COMMERCE, WASHINGTON, D. C. 


The position taken by the United States Chamber of Commerce was that in 
view of the facilities available through the Government, particularly the Export- 
Import Bank, there was no need for the establishment of a Government system of 
export credit insurance. It was urged that “the available acceptance facilities 
and other services of private commercial banks should be extended and more fully 
utilized to meet the needs of exporters selling abroad on usual credit terms.” 

Communications as indicated below (some favoring, others opposing 8. 414) 
were introduced into the record. 

1. Motor and Equipment Manufacturers Association, New York, N. Y., in a 
letter dated February 25, 1947, expressed disapproval of 8. 414 on the basis that 
it would— 

(a) Saddle the bad-debt losses of American suppliers for export upon the 
backs of the American taxpayers; and 

(b) Be an inducement to careless credit granting by those who might wish 
to take advantage of such coverage. 

2. The Jaeger Machine Co. of New York in a letter of April 4, 1947, endorsed 
the bill. It was claimed that Government insurance would protect American 
exporters against unilateral action taken by other governments, foster our export 
trade, and reduce the need for capital in export trading. 

3. The Foreign Trade Association of Southern California in a letter of April 3, 
1947, merely stated that the association was in favor of a Government system of 
export credit insurance. 

4. In a letter of March 22, 1947, the New England Export Club, Ine., stated 
that it had gone on record as opposed to the Government going into insurance on 
foreign credit. 
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5. The New Orleans Association of Commerce by a letter of April 2, 1947, went 
on record as favoring the passage of 8. 414. 

6. A brief filed by Joseph A. Sinclair, manager, foreign trade bureau, Commerce 
and Industry Association of New York, Inc., was introduced in the record. In 
this brief Mr. Sinclair identified his association as the largest organization of for- 
eign traders in the United States, with about 2,000 of its members directly en- 
gaged in export and import trade and affiliated services. He stated that expe- 
rienced foreign traders maintain that there is no more necessity or reason for Gov- 
ernment insurance of export credit risks than there is for Government coverage of 
domestic credits. At the same time he expressed approval of governmental insur- 
ance of transfer risks. 

7. Winter, Wolff & Co., New York, N. Y., in a letter of April 7, 1947 expressed 
approval of governmental insurance for exchange and transfer risks, but dis- 
approval of Government insurance for credit risks. 

8. Irving R. Boody & Co., Inc., New York, N. Y., in a letter of April 4, 1947, 
opposed the underwriting of export credit risks by the Government as being an 
invitation to unwarranted extension of credit by inexperienced exporters. This 
company favored the limiting of 8. 414 to exchange and transfer risks. 

9. Eli Lilly & Co. in a letter of April 2, 1947 expressed approval of transfer 
insurance but opposition to governmental export credit insurance. 


Sources or INFORMATION 
l. PUBLISHED SOURCE MATERIAL 


Amsterdamsche Bank N. V. Incasso-Bank N. V. Amsterdam, Netherlands, 
Quarterly Review No. 96, First Quarter 1952. Article entitled “Export Credit 
Insurance Within the Framework of Export-Promotion.”’ 

Board of Trade Journal (London): Issue of August 20, 1949, volume 157, No. 
2748, page 337 et seq. Article entitled “How the Government Insures Exporters 
Against Financial Loss Overseas.’”’ Issue of October 29, 1949, volume 157, No. 
2758, page 816, Article entitled ‘‘New Guarantees for Exporters to North 
America.”’ 

The British Trade Journal and Export World: Issue of December 1952, page 
158. Article entitled “Britain Must Give Longer Credit.”’ 

Canada, Exports Credits Insurance Act, 1944: (Bill 178) August 2, 1944. 

Canada, Export Credits Insurance Corp.: Annual report and financial state- 
ments, December 31, 1951. 

Canada, Report on operations under part II of the Export Credits Insurance 
Act during the fiscal year 1946-47. 

Dun & Bradstreet: International Markets, issue of July 1953. Article entitled 
“About Export Credit Insurance,” by H. T. Aitkin, general manager, F xport 
Credit Insurance Corp. (Canada). 

The Economist (London): Issue of February 16, 1952, page 426, item entitled 
“Credit Insurance.’ Issue of September 27, 1952, page 769, article entitled ‘‘Euro- 
pean Export Subsidy.”’ Issue of February 7, 1953, page 378, article entitled 
“Losses on Export Credits.”” Issue of February 21, 1953, page 480, letter to the 
editor entitled ‘‘Losses on Export Credits.” Issue of May 9, 1953, page 379, 
article entitled “Growth of Credit Insurance.’’ Issue of August 1953, article 
entitled ‘Foreign Credit Insurance and its Ramifications,” by Stanley FE. Hollis. 

Export Trade and Shipper (United States): Issue of March 2, 1953, page 11, 
article entitled ‘‘The Export Incentive Scheme of European Countries,”’ by 
David Scott (London). Issue of March 28, 1949, page 10, an editorial entitled 
“Underwriting the Exporters Trade.” 

Great Britain: “Government Guaranties for Exporters,’ a pamphlet published 
by the Export Credit Guaranty Department, London. 

International Trade—Principles and Practices, third edition, a book by Paul 
V. Horne, published by Prentice-Hall, Ine., 1951. 

National Foreign Trade Council, Inc. (111 Broadway, New York): Minutes of 
Forum—Current Trade Questions, November 19, 1952—39th National Foreign 
Trade Convention, New York City. 

Nederlandsche Handel—Maatschappy, N. V.: Amsterdam, Netherlands, 
Quarterly Review, June 1950, pages 3-14, article entitled ““Credit Insurance.” 

The Scottish Bankers Magazine: Issue of July 1949, volume XLI, No. 162, 
article entitled “Export Credits Guaranties,” by E. J. W. Buckler. 

The Statist (London): Issue of August 30, 1952, volume CLVI, No. 3886, page 
259, article entitled “‘The New Export Credit Facilities.” Issue of September 27, 
1952, volume CLVI, No. 3890, page 374, article entitled ‘Barter Trade Menace 
to U. K. Exports.” 
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United States Senate documents: Documents No. 225, 73d Congress, entitled 
“Export Credit Insurance in Europe Today,” by Stella K. Margold. Senate 
Subcommittee Print No. 7, 79th Congress, Report of the Foreign Trade Subcom- 
mittee of the Senate Small Business Committee, entitled “Export Insurance Act 
of 1946.” ‘‘Participation by Small Business in Foreign Exports,’’ hearings before 
a subcommittee of the Committee of Banking and Currency, United States, 80th 
Congress, Ist session on 8. 414, March 25 and April 8, 1947. 


II. MISCELLANEOUS SOURCES 


1. Interviews with and file material furnished by staff members of: Department 
of Commerce, Federal Reserve Board, Department of State, Legislative Reference 
Service, Library of Congress. 

2. American Embassy dispatches. 

3. Export-Import Bank files and records. 

Mr. Strampavau. Now, Mr. Chairman, I think we would like to 
present the various graphs and charts that have been prepared by 
our staff under the direction of the committee counsel by putting each 
chart in turn upon the easel. The first chart, No. 1, which we have 
to present is what is known as a pie chart, which shows the world 
divided up into areas. It shows the total authorizations of loans that 
have been made by the Export-Import Bank throughout the 20 years 
of its existence, since February 1934 and up to June 30, 1953. (See 
chart 1, p. 990.) 

The Cuarrman. In other words, nearly 43 percent went to Europe, 
33.9 percent to Latin America, 14.6 percent to Asia and 8.7 percent 
to “‘other’’? 

Mr. SrampavuGu. That is correct. 

The Cuarrman. The total of all of that is $6,307 million? 

Mr. Strampavuau. Yes, that is right. You will notice the shaded 
portion there in Europe, the strips running across. That is to indi- 
cate what portions of these authorizations were for reconstruction 
right after the war and for picking up lend-lease items. 

The Cuarrman. What is the total outstanding at the moment? 
You have loaned $6,307 million. 

Mr. SrampavueH. The total outstanding loans and undisbursed 
authorizations is a little over $3,300 million. 

The CHarrMan. That means you have collected about $2 billion? 

Mr. SrampauGH. About $1,800 million, I believe. 

The CuarrMan. In twenty-odd years? 

Mr. StaMBavuau. Yes, sir. 

The CHaArrMaN. Is the total outstanding at the moment a little 
over $4 billion? 

Mr. SrampaueH. Not outstanding. It is approximately $3.2 
billion. The total amount disbursed is $4.7 billion. 

The CuarrMan. You have me confused a little bit. Up here you 
say that since the beginning you have loaned $6,307 million plus. 
Whatever you have outstanding at the moment subtracted from this 
gives the amount collected, doesn’t it? 

Mr. Stampavuan. No, sir. We have authorized that amount of 
$6,300 million—— 

The CuarrMan. You have not expended all that? 

Mr. StampauGcu. We have not disbursed all that. Some of those 
authorizations have lapsed. They did not use it all. There were 
other reasons why they were not fully disbursed. 

The Cuarrman. Then this is authorization, not actual expendi- 
tures? 
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Mr. STaMBAUGH. This is authorizations, not actual disbursements. 

The next chart, No. 2, is a summary of these loans. (See chart 2, 
p- 991.) In other words, it breaks them down into somewhat greater 

The CuarrnMAn. We are placing these charts in the record, are we 
not? 

Mr. StamBauGH. Yes. We would like to have you do that. 

The CuarrMAN. Without objection, each and every one of these 
charts will be made a part of the record. 

Mr. SramBauenH. You will notice this divides the credits up and 
shows the amount disbursed out of that figure. Then the amount 
repaid. The interest received. The amount repaid is purely prin- 
cipal, of course. I should state that all of these are as of June 30, 
1953, the time these charts were prepared. That is a further detail of 
previous chart. 

The next chart, No. 3, is a summary of the operations. (See chart 
3, p. 992.) 

The CuarrMan. By the way, that is up to June 30 of last year. 
Are you going to have a chart here to show us exactly how much 
money you have loaned by areas since June 30? 

Mr. StamBauGnH. Up to date? Do we have a further chart? We 
will put that in the record. 

The CuarrMan. Let’s make that a part of the testimony on the 
bill itself. 

Mr. Srampavuau. All right. 

The Cuarrman. In other words, we are very much interested to 
place in the record on the bill itself exactly how much money you 
have loaned here since June 30 of last year, I presume that has 
been a sizable amount, has it? 

Mr. SrampauGu. Loans in this fiscal year will total about a quarter 
of a billion dollars. 

The CuarrMan. $250 million? 

Mr. SrampauGuH. Loans and allocations under existing credits, I 
should say, will total about a quarter of a billion dollars. 

The Cuarrman. I thought you loaned $300 million to Brazil alone? 

Mr. SramBaueuH. That was in the previous fiscal year. 

The CuarrMan. I am thinking in terms now of since June 30, 1953. 

Mr. SramBauau. Since June 30, 1953? 

The CuarrMan. Up to June 30, 1954. That is the record we want. 

Mr. StramBauGH. We will bring the whole thing up to date for the 
record. 

Chart No. 3 shows the summary of the bank’s operations through- 
out its 20 years of existence. It merely shows the manner in which the 
operations have increased. The sharp increase in 1945 and 1946 is 
the immediate postwar reconstruction credits and lend-lease credits, 
and the sharp increase in disbursements and in repayments, and so 
forth, just naturally follow such an increase in business. 

If there are any questions about these charts, I will pause before 
taking them away. 

Senator Busu. I don’t see that too well. It is $4,926 million that 
is the net credit in the 19-year period? 

Mr. StramBavueu. That is right. 

Senator Busn. The credit disbursements mean the money ae 
actually paid out? 

Mr. Stampaven. That is right. 
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' rma pe Busu. And the credit repayments is what they have paid 
ack? 

Mr. Stampavuan. In principal. 

Senator Busx. The earned surplus is what you made and still hold 
as a result of these operations? 

Mr. Srampaven. As of June 30, 1953. The surplus at the end of 
this fiscal year, the end of this month, will be somewhere in the 
neighborhood of $353 million. 

Senator Busa. How much? 

Mr. StamBavueu. $353 million. That will be the amount of our 
reserve. That is after payments of interest to the Treasury and 
declared dividends to the Treasury. 

The CuarrMan. It is all earnings? 

Mr. Stampauau. Yes. 

The CuarrMan. It is interest? 

Mr. Stampauaa. Yes. 

The CuarrmMan. You don’t make any money except on interest? 

Mr. Stampaveu. That is right. It is what we have left out of the 
interest we collect after paying our administrative expenses, after 
paying interest to the Treasury on the money we borrow from the 
Treasury, and after paying dividends to the Treasury on the $1 
billion in capital stock that the Treasury 

The CuarrMan. That is approximately $353 million? 

Mr. Srampavuau. It will be at the end of this fiscal year. 

Mr. Anperson. Earned surplus was $348 million as of May 31 of 
this year. 

Mr. Stampavuenu. The next chart, No. 4, shows the disposition of 
the gross income of the bank—62 _—— of it goes for net earnings, 
36.2 percent goes to the Treasury Department in the form of interest 
and dividends payments. The total interest and dividends paid to 
the Treasury in the 20 years of the bank’s operation have been over 
$172 million. The loss is one-tenth of 1 percent of gross income, and 
administrative expenses are 1.8 percent of gross earnings. (See chart 
4, p. 993.) . 

The next chart, No. 5, is broken down into types of credits. This 
is a map of the world. In order to read the map it is necessary to 
follow the legend on the left there which shows the symbols indicat- 
ing the various types of projects that were financed by the credits. 
It is attempted to show there how widespread and diversified the 
operations have been. (See chart 5, p. 994.) 

Senator Bennett. I just want to ask a question. Apparently you 
have some credits in the interior of China? 

Mr. SrampBavueu. Yes, sir. 

Senator Bennett. Are they still being maintained by the Red 
Chinese? 

Mr, SrampavueGn. No, that is where our main arrears are, in credits 
to Nationalist China. 

Senator Bennett. Those are credits to Nationalist China? 

Mr. Srampauen. We haven’t made any credits to Communist 
China. Those were credits that were established with Nationalist 
China. 

Senator Bennett. Have you charged them off? 

Mr. StramBavan. No, sir. 

The CuarrmMan. What do they amount to? 
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Mr. Strampavuen. They are paying on some. There is $3,700,000 
in delinquent principal. The Republic of China owes us a balance of 
$31,418,000, upon which the delinquency in principal is $3,700,000 

The Cuarrman. This is the Republic of China. This is Nationalist 
China, $31 million plus, with $3 million of it in default? 

Mr. StamBauau. Yes. 

Mr. Anperson. The Republic of China over a period of years has 
had $168 million of loans from the Export-Import Bank that have been 
repaid, upon which loans over $21 million in interest was collected. 

The CuHarrMaNn. These loans are on the mainland of China? 

Mr. ANDERSON. Yes, sir. 

The CuarrMaNn. | suppose they are under the Chinese Communist 
government at the moment; is that correct? 

Mr. ANperson. Yes. 

Mr. Stampauen. That is dependent on the nature of the credit. 
The Senator’s question is whether the projects financed with those 
credits, are on the Chinese mainland—— 

Mr. Anperson. We have a credit number, 395, of $4.2 million that 
was extended to the Republic of China in March 1948 to assist its 
recovery from war damages. The loan was utilized to purchase 10 
coastal cargo ships. We recovered and sold three vessels. Loan 
service on three other vessels is current. We are having some litiga- 
tion trying to make recoveries on three vessels based on claims of 
barratry. 

The CHAIRMAN. Suppose you proceed. 

Mr. StamBavuenr. The next chart, No. 6, gives the same informa- 
tion with regard to one country, Mexico, selecting Mexico as an ex- 
ample of countries with which the bank has done business. (See chart 


6, p. 995.) 

The CHAIRMAN. Those are all loans; no gifts are involved there? 

Mr. StampauGnu. We don’t make any grants. 

The CuarrMan. From time to time you do, don’t you, through 
direct orders of the Congress? You have, haven’t you? 

Mr. Stampauen. No, sir. 

The CuarrmMan. That is something you haven’t experienced yet? 

Mr. StramBaveu. I doubt if the Congress will order us to make 
any grants. 

The CuarrMan. We would use RFC for that purpose? 

Mr. StramBauan. No, FOA. That is the same type information 
as is contained on the world map over there showing the various 
types of projects for which financing is done. 

Senator Busn. Has Mexico been meeting its obligations? 

Mr. StrampaueH. Yes. We don’t have any defaults except the 
Chinese. 

Senator Busu. There is a loan of $124 million to the railroads 
down there. How did they get the exchanges to pay that back? 
Has Mexico free exchange now? 

Mr. StamBauGH. Mexico has no exchange control. 

The Cuarrman. They have free convertibility. 

Mr. Srampaven. Their dollar earnings are substantial. 

The CuarrmMan. I suppose the Mexican Government owns these 
railroads, anyway? 

Mr. StampauGH. The Government owns all the railroads in Mexico. 

The CuairMaNn. In other words, every one of these loans is current? 
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Mr. SramBavuau. All our loans are current except_these Chinese 
loans and a couple of small items. One is on a printing press in 
Uruguay, which you have heard about. It is in Montevideo. I 
forget what the other item is. 

The next chart, No. 7, is similar only it is in regard to Brazil instead 
of Mexico. It gives the same information as you see on the world 
map with regard to Brazil. Of course, Mexico and Brazil are two 
of the most prominent. (See chart 7, p. 996.) 

The CuairMan. This is up to June 30 of last year? 

Mr. SrampBauGu. Yes. 

The Cuarrman. Since then you have loaned Brazil $300 million? 

Mr. Stampaueu. No. That loan was prior to that. 

Mr. Houruusen. That was February of last year. 

The CuarrMan. When was that loan made, February of 1953? 

Mr. Houruusen. That is right. 

The CuarrMan. I was thinking since June 30 last year. You are 
right. That is in there. Is this the sum tetal of all the loans made 
in the last 20 years to Brazil? 

Mr. StamBauau. That is right. 

The CuairMaNn. It is the sum total of all loans made to Brazil in 
the last 20 years? 

Mr. StramBauan. That is right. 

The CuairMANn. What is the next one? 

Mr. StampauGH. They are also current, I might say. It is a 
matter of interest, | would imagine, for you to know that we have 
recently refunded the $300 million loan to give them a longer time in 
which to repay it. 

The next chart, No. 8, is the same information with regard to Italy. 
(See chart 8, p. 997.) 

The Cuarrman. What does that total? 

Mr. StamBauGH. $147 million. 

The CuairMan. Unless there are questions, proceed. 

Mr. StampauGnH. The next chart, No. 9, shows the net credits b 
types, which is similar information but giving the total amounts wit 
regard to areas of the world. (See chart 9, p. 998.) 

The CuarrMan. “Equipment, materials, and services’ is first. 
Second is what, cotton and other farm exports or is it industrial? 

Mr. StampBauau. Industrial. 

The CuarmMan. And then transportation? 

Mr. StampauauH. Yes, 

The CuarrMan. You say ‘416 world projects.’”’ Has that been the 
total number of projects that you have loaned money to, 416? 

Mr. Stampauaa. Yes, sir, 

The CHamrMAN. That is the total number of projects in 20 years, 
416, for a dollar amount of $4,926,773,000? 

Mr. Stampaueu. Yes, sir. 

Mr. Cass. The canceled ones are not included, 

Mr. StampauaH. That is right. This is net. 

The CHarirMAN. What do you mean by “‘net’’? 

Mr. Cass. Some expired, some were canceled out. 

The CuarrMan. That 416 world projects, you certainly financed 
individual shipments for thousands and thousands of eats over the 
past 20 years? 
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Mr. Cass. It is a part of the overall credits. 

The CuHarrmMan. These are loans that you made to the people in the 
other countries? This does not include guaranties or help that you 
have given our exporters; is that it? 

Mr. Strampavuen. This is the aggregate amount we have loaned, less 
cancellations and less repayments, less the amount of those that have 
been paid off. 

As to the figure 416, each one of those projects might include 100 or 
several hundred exports of individual items to go into those projects. 
I suspect this figure does include all the individual export credits, as 
well. 

Mr. Wacker. Yes, under the “Equipment, materials and services” 
because they could not be singled out in any one industry. The 
exporter credits might go into several different types of industries, yet 
it is lumped as one exporter credit. 

Senator Bennetr. Does that mean you have made only 416 package 
loans in 20 years? 

Mr. Waker. I might clarify that, sir. There may have been a 
few more individual loans, more than the 416, where the bank for 
reasons of accounting consolidated several loans. 

Senator Bennetr. You have made 416 packages of loans in 20 
years? 

Mr. Waker. That is correct. 

Mr. Srampauen. That are still live items on our books. 

The Cuarrman. I am confused or you are. I am thinking about 
one thing and you are thinking about another. I was under the 
impression that the Export-Import Bank had helped hundreds of 
little exporters in the United States. 

Mr. Stampuaana. We have charts that will show that. 

The CuarrMAN. You have confused me with the 416 world projects. 
These are projects where you have loaned the money in other countries, 
is that right? 

Mr. Stampauau. Well, all of our loans are upon the obligation of a 
foreign borrower. We don’t make any domestic loans. We don’t 
have statutory authority to do that. 

The CuHarrMaNn. Suppose I walk in tomorrow and want you to 
finance or guarantee my bank $500,000 for a shipment of goods to 
X country. Haven’t you been doing that? 

Mr. SramBauan. Yes. 

The Cuarrman. How many of this kind of loan have you had in 
the last 20 years? Are you going to show that a little later on with a 
chart? 

Mr. StampauGH. How many exporter loans as distinguished from 
the individual items involved in these projects? 

The CHarrMan, Yes. 

Mr. Stampavuen. I imagine you could break that down, couldn’t 
you, Mr. Walker? 

Mr. Waker. That is listed under the credits. They are lumped 
as one individual credit, although there may be hundreds and hundreds 
of individual finance credits to individual exporters. But we lumped 
them under one individual credit number, and that i is grouped in this 
large group of “Equipment, materials and services.’ 
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Mr. Lyncu. Maybe I could elaborate on that, The Italian credit 
that was just shown I believe would be listed as one credit in this 416. 
The Italian credit you have listed as a e project, small projects 
and medium-sized projects on this. Actually, there must have Soon 
two or three hundred separate projects under that Italian credit. 

Mr. Waker. Especially here on the small industries. 

Mr. Lyncu. We had a small industry loan. I believe there were 
at least 200 different projects under that alone. Therefore, that 
number, 416, relates primarily to individual actions by the board on 
memoranda that might have run 50 or 60 pages on separate projects, 

May | illustrate that by just one other thing. On the Israeli item, 
which was $135 million, we counted something like 200 projects under 
a oaement of that loan amounting to $5 million. That, I think, might 

arily it. 
ro CuarrMan. The Israeli loan was made to the Government 
itself ? 

Mr. Lyncu. Made to the Israeli Government, but they had to come 
to us for each allocation. The bulk of that credit was designed for 
private enterprise in Israel. Each private enterprise that an alloca- 
tion was made to was brought in to us as a separate project. We 
brought the stuff before the board in bundles of sometimes 50 or 60 
projects. They would appear in this chart as one of that 416 

Senator Bennett. Do I| understand that $147 million that is rep- 
as on that chart, representing the past 20 years, is only 1 out 
of 416? 

Mr. Lyncu. It would probably be 3 or 4 because it was divided 
into 3 or 4 segments. There was a handicraft loan of $5 million. 

Mr. WaxKeER. 29 loans. 

Senator Bennett. 29 projects in Italy out of 416? 

Mr. Waker. 29 total. 

Senator Bennett. You have made 29 packages of loans, and each 
package might have had hundreds in it, to ltaly, and you have made 
416 packages in 20 years. 

The Cxuarrman.. What is the dollar exporter credit that you have 
extended over the past 20 years? 

Mr. SrampauaH. Every dollar that we have loaned has financed 
the export of United States products. 

The Cuarrman. I know that. What I am trying to get at here— 
maybe I am thinking wrong—I am trying to find out how many loans 
in dollars or how many units have you made for the little fellow in 
the United States that walks in, as I said a moment ago, as I might 
walk in tomorrow and say that I have an order for $500,000 worth 
of goods to Brazil or Italy or someplace else and I want you to 
guarantee my bank that I will pay it, that 1 want you to give me a 
loan on it. You do a lot of that, don’t you? 

Mr, StampauGH. We do a lot of that, Mr. Chairman, in connection 
with our loans that finance the construction of various projects, the 
establishment of various enterprises 

The CuarrMan. I know that, but you don’t do it unless you have 
a project at the other end? 

Mr. Srampauen. Yes, we do. We have done some of that. 1 
think it is a fair statement that the large bulk of the financing that 
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we have done has been in connection with a project which requires 
United States machinery, United States equipment, and so forth. 

Senator Bennett. The answer is, Mr. Chairman, if you walked in 
with that kind of problem they would tell you ‘“‘No.” 

The CuarrmMan. That is what I am trying to find out. You don’t 
seem to know how much you have done of it. You seem to know 
all about the projects but when it comes to helping the little fellow 
that does business on his own scheme and goes over there and does 
his own selling, you don’t seem to have a record of it. 1 think you 
have been doing considerable of it, but I just wonder if we have any 
records of it. 

Mr. Srampavuen. Of course, we have records of everything we have 
done. Mr. Anderson, will you make a note of that and see what we 
can do? 

(The information referred to follows:) 
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The Cuarrman. I don’t mind telling you that that is what we 
want you to do from now on. I do, and I think the members of the 
committee do. You better get down to the job of doing it or there 
may not be any Export-Import Bank in 2 or 3 years. 

Senator Bennett. Is there any substantial part of your business 
that is not represented on that chart of 416 projects? 

Mr. Waker. That represents all the net credits. There were a 
number of credits authorized and there were no disbursements made 
on them. But substantially that covers the entire operation of the 
bank for the 20-year period. 

Senator Bennett. The indication is that the initiative for those 
package loans either came from a foreign country or a foreign country 
was involved in it; and in answer to the chairman’s question, if that 
represents all your business, then there is no area left for the individual 
American manufacturer who walks in and says, “I am not involved in 
any project. I have a customer in Brazil and I want some help in 
financing a sale,’’ and your answer to me would seem to be that we 
don’t do that kind of financing, that everything we have is represented 
in a project. 

Mr. Srampavueu. That could be the answer to him if what he 
proposes to export is something that we do not feel justified in using 
public funds to finance. 

I refer particularly, considering the problem around the world, to 
this principle that is followed in our financing, and that is, we endeavor 
to finance the export from the United States to foreign countries of 
those things that will not create a burden on their short dollar supply 
but will improve their foreign-exchange position rather than——— 

Senator Bennetr. Then you only aim to finance the export of those 
things that the foreign government is interested in acquiring. If there 
is a private deal in which the government is not involved, there isn’t 
any financing. 

Mr. Stampaveon. I didn’t say that. We finance exports to private 
buyers abroad. 

Senator Bennerr. But only when the government abroad is going 
to release the exchange so that those people can purchase it? 

Mr. Stampavuen. We have to find reasonable assurance of repay- 
ment of our obligation in dollars. If they have exchange control, like 
they have in Brazil, for instance, and the Government of Brazil is not 
willing to give their purchaser in Brazil assurance that they will make 
the dollars available to him when those dollars are required for the 
repayment of our credit, we don’t make the credit. We have to be 
repaid in dollars, and the only place he can get the dollars is from the 
Brazilian Government. 

The Cuarrman. May I offer a suggestion, that we put these charts 
in and then get into what we are talking about with them when we 
get into this new bill. 

Senator Bennett. I think we have covered it 
aon CuHarrMaNn. I am vitally interested in what we are talking 
about. 

Senator Bennett. I think Mr. Stambaugh asked that somebody 
get the information for us. 

Mr. Stampaueu. We will. 

Senator Bennett. I think maybe we can let it go until they bring 
up some information to show how much 
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The CuatrmMan. The reason I am suggesting we delay it is because, 
as I said at the beginning, the record we are making at the moment is 
going to be a part of our study of this whole problem. 

As soon as we start on the bill here with General Edgerton, then 
there will be a separate book on this bill itself. That is the book in 
which we want the discussion or the colloquy we have been having 
here. That is one of the things we are vitally interested in and one of 
the reasons for this new legislation. We want to see the Export- 
Import Bank really function. 

Mr. Stramsauau. I think you will find from an examination of Mr. 
Arey’s history of the Export-Import Bank some discussion of this 
question with regard to a change in the nature of business that is 
presented to us. Actually, the number of instances of approaches to 
us by individual exporters are not toomany. Most of those individual 
exporters, the little fellow you are talking about, is the fellow who 
benefits from the fact that we make a loan to finance the construction 
or the establishment of a project or enterprise in a foreign country 
that will be of benefit to that country’s economy and therefore make 
that country a better customer for our goods. 

Mr. Lyncu. I was about to say, Senator, if I may, that Mr. Arey’s 
history shows I think quite clearly that up to September of 1939 the 
exporter-type credit was much more prominent than it was from 1939 
until about 16 to 18 months ago. 

Until about 16 or 18 months ago I think you could count the 
approaches on | hand—maybe 2 hands—that we had from exporters 
for credit of this sort. We were in a seller’s market in this country, 
as you know. 

he CuarrMAN. You say you could count them on one hand? 

Mr. Lyncn. I changed that to say 2 hands. But the approaches 
until 18 months ago were very, very few indeed. 

The CHarrMaNn. Wasn’t it primarily because they became dis- 
couraged coming around? 

Mr. Lyncu. No, sir. I think it was primarily because they didn’t 
need to look to us for business of that kind. 

The CuarrMan. Was it primarily because word went out that you 
weren’t handling anything of that sort? 

Mr. StamBaueH. No, sir. They were selling for cash on letters of 
credit or very short term. 

Mr. Lynen. Actually, a review of our records shows that around 
September 1939 we had a lot of applications on our agenda which 
were withdrawn by suppliers, and from that date, as I say, until 16 
to 18 months ago 

The Cuarrman. I believe the Congress is anxious to have you do 
both, do the project financing that you are talking about here and 
likewise this exporter financing. 

Mr. Lyncu. May I make one other point on that latter matter? 
It is mainly the big manufacturers who have come to us for exporter 
credits in the last several months, outfits like General Electric, 
Westinghouse, and so forth, exporters that have dealer organizations 
abroad. 

I think the little guy, the one you are talking about, is helped more 
by this type of credit, which is publicized and orders are put out 
then on a competitive bidding basis, price and qualitywise, rather 
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than the fact that dealers exist abroad. The little guy doesn’t have 
the opportunity to get sales abroad that the big manufacturer does. 

The Cuarrman. That is what we know and that is what we would 
like to correct. Won't you proceed to put these charts in? I prefer 
to get into what we are discussing when we get into the bill. 

Mr. Srampaveu. I think the next chart, No. 10, will throw some 
light on the problem we have been discussing. This chart shows the 
distribution of disbursements for typical power and industrial de- 
velopment projects as one segment of our business. (See chart 10, 
p. 999.) You will see what it is intended to show in a graphic manner, 
where the goods came from in the credits to Brazil and Mexico, the 
various portions of the United States that supplied the machinery, 
the equipment, and the other articles that went into the credits in 
those two countries. 

The next chart, No. 11, is a similar chart showing the source of 
exports that went into mining and agricultural projects in Afghanistan 
and Liberia. (See chart 11, p. 1000.) 

Mr. Cass. I might mention that the items that are set out are 
the ones we can trace. A lot of raw materials that went into making 
the particular product we couldn’t possibly trace. That is the reason 
for the shaded arrows. 

Mr. Srampavuen. In other words, that shows only the finished 
product. If you could break that down into the raw materials that 
went into it, it would cover a much wider spread area. 

The CuarrmMan. That is clear. 

Mr. Srampavuen. The next chart, No. 12, is a map of the United 
States showing the composite of this same information. This relates 
to the bank’s total business, again. It shows how $4,135 million was 
spent throughout the United States. (See chart 12, p. 1001.) 

Senator Frear. How much did Maryland get out of that? 

The Cuarrman. How much did Indiana get out of that? 

Mr. Cass. $28 million. That is finished products. 

The CrHarrmMan. $28 million out of $4 billion. That isn’t right. 

Senator Busn. What did Connecticut get? 

Mr. Cass. $33 million. 

Senator Payne. What about Maine? 

Mr. Cass. $3% million. 

Senator Bennetrr. What about Utah? 

Mr. Watker. $3 million. May I clear up one point on that? 
That doesn’t represent the total disbursements because there is a 
very large sum that could not be allocated to individual States. 
Undoubtedly there was considerable money spent in those States for 
the projects we financed. For example, the allocated amount by 
States which we could definitely account for in dollars and cents 
amounted to around $2,300 milion. The rest of the $4,135 million 
was unaccounted for down to the States. 

So in view of the fact that we could not trace them directly, we 
lumped those into individual groups such as technical services to 
the various States, nontraceable items of expenditures, freight, in- 
surance, shipping, and then various commodity and exchange credits. 
Those were very difficult for us to account for and support. 

The CrarrmMan. That is a very interesting chart. 

Mr. Wacker. The 5 New England States together is something 
over $100 million. 
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Senator Bus. What are the big States in there? Take the three 
largest and give us the amounts. 

Mr. Waker. Ohio is $294 million. 

Senator Busx. What is Illinois? 

Mr. Wacker. Illinois is $293 million. New York is $364 million. 
Michigan is $122 million. Pennsylvania is $550 million. <A lot of 
these would be purchasing agents. You couldn’t always trace it back 
to the factory. So we had to use the offices where it cleared the 
country. In general, these things follow pretty much the industrial 
pattern in the United States. 

Mr. StamBaucu. The next chart, No. 13, is designed to demon- 
strate that bank-financed projects will supply one-half of the iron-ore 
imports into the United States in the year 1955. (See chart 13, p. 1002.) 
Those dark lines are the shipping routes. You see the Bomi Hills 
mine in Liberia, the Itabira mines in Brazil, the Romeral in Chile, 
the Marcona in Peru and Steep Rock in C anada, Those are iron-ore 
projects that have been developed with Export-Import Bank financing. 

Both the Steep Rock Iron Mine and the Bomi Hills mine in Liberia 
have repaid fully the credit in advance of the due date, and they are 
now being financed entirely by private capital after having been 
established and proven up as a result of the bank’s financing. 

Senator Bus. What is the name of the Steep Rock Co.? 

Mr. StamBavuen. I don’t remember the corporate name. It is a 
private enterprise. 

Senator Busn. They are the obligor on the loan? 

Mr. Srampauanu. They have paid it off. 

Senator Busy. What did they do with that money? 

Mr. SramBauGu. They bought machinery and equipment in the 
United States that was needed for the development of their mine. 
One large item was a dredge, as I recall. 

Senator Busu. How was that any different than lending money to 
an oil-development proposition in Turkey? 

Mr. StamBavuen. The distinction that we draw with regard to the 
financing of oil development is the fact that private capital is avail- 
able for that type of financing, plus the fact that it is a very high risk 
sort of thing and is more suitable for equity financing. 

Senator Busu. I was trying to see if there was any difference be- 
tween the export loan and an import loan that I don’t understand. 
This sounds to me just like the regular loan. You are lending to an 
institution organization in a foreign country to make improvements, 
and in this case, one of the advantages to us is that we get an import 
that we need, is that right? 

Mr. Stampavuean. Correct. 

Senator Busu. Whereas in some of those other loans we don’t get 
that advantage directly although we might get some indirectly. This 
is why you call it an import loan? 

Mr. Stampavuan. We don’t call it an import loan. 

Senator Busu. It says “United States iron ore imports.” 

Mr. Stampavuanu. We are simply demonstrating that the projects 
will provide 50 percent of our iron-ore requirements in 1955. 

Senator Busn. That is one of the reasons for making a loan, to 
create a source of that stuff which we need, is that right? 

Mr. Srampauau. That is right. That is even more compelling in 
the case of more vital materials than iron ore. 
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Senator Busu. A lot of your loans are made for development 


poe within a country where ee can see the money cues 
ack, but they don’t necessarily lead to the origin of materials whic 
we import? 

Mr. SramBauGu. That is right. 

Senator Busn. Our advantage there is the export of the materials 
which they need for the development in that area? 

Mr. Stampaueu. And the improvement of them as a customer for 
more exports to their country. Of course, this type of loan is most 
attractive because it does have that double feature. 

Senator Busu. This type of loan represents a relatively small 
percentage, does it, of the total over a period of 20 years, or can you 
comment on that? 

Mr. Srampavueau. I imagine it is quite large. We can get that 
information. Mr. Anderson, will you make a note of that, to give the 
committee the total amount that has been loaned for the purpose of 
assisting in the production of raw materials for import into the 
the United States, all types of loans? 

Senator Busn. That would be an interesting thing to have in the 
record. ' 

The CHarrMan. We will get that. 

(The information referred to follows: ) 
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Development loans authorized by Export-Import Bank for purchase of United States 
equipment and services since Feb, 20, 1984, to May 31, 1954, producing imports as 
listed for United States consumption 


Credit | 
No. 


j 
Material Amount | Totals by Date 


Countr : 
y authorized | countries | authorized 


307 | Argentina Tin and tungsten... $500, 000. 00 | | Feb. 19, 1942 
308 do . ...do ee E | 500, 000. 00 | Do, 
495 do Tungsten and sulphur...| 5, 000, 000. 00 | Apr. 26, 1951 
| —— $6, 000, 000, 
$21 | Bolivia Tungsten : 1, 097, 836, 23 | Mar. 6, 1942 
322 | do do 1, 068, 168, 27 Do. 
509 | i a kk do } 1, 000, 000, 00 Nov. 1, 1951 
512 | do... do a 1, 000, 000. 00 | Dee. 19, 1951 
OMe. | ree do ee 580, 000, 00 Jan. , 1952 
| } 4, 746, 004. 5 
218 | Brazil Oiticica oil Bn odaae 691, 034, 05 Jan. 13,1939 
233 ids Barbasso oil . 1, 117, 049, 28 June 12, 1939 
310 | do Tron ore ; 14, 000, 000. 00 Mar. 3, 1942 
491 do Manganese ore ....| 30,000, 000,00 | Feb. 8, 1951 
533 do il bniac wa 67, 500, 000. 00 Sept. 4, 1952 
| ——— 113, 308, 083, 33 
503 | Chile Ferromanganese.... 1, 150, 000. 00 1, 150,000.00 | Aug. 9, 1951 
295 | Haiti | Sisal and rubber 5, 000, 000. 00 5, 000, 000.00 | May 1041 
338 | Mexico | Handicraft 1, 279, 786. 96 May 18, 1942 
350 | do... | Petroleum-.... | 10, 000, 000. 00 Jan. 31, 1944 
475 | do Shrimp | 500, 000. 00 Apr, 19, 1950 
476 | do | OR. . su 750, 000. 00 | Do. 
494 do... Sulfur 3, 972, 500. 00 Apr. 12, 1951 
505 | do Manganese concentrates 690, 000, 00 Aug. 23, 1951 
516 do Sulfur. 3, 664, 000, 00 Feb. 21, 1952 
20, 856, 286. 96 
483 | Peru... Zine. 20. 800, 000. 00 Aug. 3, 1950 
499 do | Tungsten mining 650, 000. 00 July 5, 1951 
548 | do- a Iron ore 2, 500, 000. 00 July 15, 1953 
23, 950, 000. 00 
155 | China. i | Sulfur... 85, 000. 00 Feb. 1937 
217 do Tin and tungsten. .. 25, 000, 000. 00 Dee. 13, 1938 
276 do do 25, 000, 000, 00 Oct 7, 1940 
283 do. do. | 50, 000, 000. 00 Nov. 30, 1940 
- 100, 085, 000. 00 
437 | Italy Handicraft | 4, 625, 000. 00 4, 625, 000.00 | Dee. 3, 1947 
298 | Canads Aluminum. 25, 000, 000. 00 July , 1941 
320 | do do 25, 000, 000, 00 Mar. , 1942 
325 do do. | 9, 250, 000. 00 | Apr. , 1942 
455 do. | Tron ore 5, 700, 000. 00 | Dec. , 1948 
534 do Nickel. ..- 5, 000, 000. 00 | Oct. , 1942 
_ 69, 950, 000. 00 | 
460 | Liberia Iron. 4, 000, 000.00 | 4,000, 000.00 | Apr. 27, 1949 
532 | Portuguese West | Manganese.... fa 867, 000. 00 867,000.00 | Aug. 28, 1952 
| Africa, 
498 | Union of South Africa_| Uranium... 94, 128, 040. 69 | June 28, 1951 
530 |_....do ; a le alii 19, 600, 000, 00 July 10, 1952 
— ————-| 113, 728, 040. 69 
635 | Australia..........- e | §, 800,000.00 | 5, 800,000.00 | Oct. 9, 1952 


FOC sc. cnkce | 474, 065, 415.48 | 474, 065, 415. 48 | 


Mr. Srampauau. The next chart, No. 14, is one that shows on the left- 
hand side that during the past 10 years the bank has had $62 million 
working in Mexico, and the chart on the right is significant in that it 
shows that during the period from 1936 to 1952 our trade with Mexico 
has increased in the manner shown there; in other words, our im- 
ports have increased from $135 million to $292 million, and our exports 
to Mexico have increased from $171 million to $671 million. (See 
chart 14, p. 1003.) 

Senator Busu. You just said a little while ago they have free con- 
vertibility. How do they maintain it with that imbalance? 

Mr. StampaueuH. The difference is mainly earnings from tourist 
trade in Mexico. This is in terms of commodities. 

Senator Busu. That is what brings about the balance? 

Mr. StampauGu. Yes. The next chart, No. 15, is a sumilar chart 
with regard to Brazil. (See chart 15, p. 1004.) The amount involved 
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is $77 million over the 10-year period. You will see that the increase 
in imports is from $247 million to $680 million. The increase in 
exports is $149 million to $615 million. I might say that we don’t 
claim credit for all that increase in trade. 

Senator Busn. What is the convertibility situation in Brazil today? 

Mr. Siampaucu. That is rather complicated. 

Senator Busa. It looks like it ought to be good. 

Mr. Srampauan. They have a system which they refer to as the 
auction system. They have five categories, 1 believe, of imports for 
which they allocate dollars. 

They divide their dollar supply up among these categories, the lower 
categories getting very few civ I would say. They take what they 
have left over and put it on auction, and anyone who wants to import 
something so badly that he is willing to outbid the rest of the importers 
at the auction gets his dollars at a terrific price. 

Senator Busx. It just looks, since we are importing from them more 
than we export, as though they ought to be in good shape. 

The Caarmman. Let me tell you another item that doesn’t show up 
there for which they must use dollars for. They are required to have 
about $400 million for oil, which they get primarily from Venezuela, 
and Venezuela forces them to pay for it in dollars, and many other 
items like that that I could tell you about. 

Mr. SrambBauGu. They buy a good deal of wheat for dollars. 

The CuarrmMan. Venezuela sells all its oil for dollars. Brazil is a 
big buyer of Venezuelan oil. They import about $400 million oil a 
year and they pay in dollars for it. 

aw Busu. I don’t suppose they can export very much to Ven- 
ezuela. 

The Cuarrman. Not much. Another reason that they are in bad 
shape is that they are in debt so heavily. We had to loan them $300 
million to help them pay for past purchases. 

Mr. SramBavuGu. In answer to your question of a moment ago, you 
said they should be in good shape with that sort of trade balance. 
They would be in good shape if they managed their foreign exchange 
properly. They wouldn’t have any trouble at all. 

About 4 years ago, maybe longer ago than that, they got all excited 
about not being able to get things from the United States and they 
overstocked with almost everything and they incurred obligations far. 
beyond their annual means. That is what gave rise to some $450 
million in commercial arrears, which we helped to take care of by that 
$300 million loan. 

I think it is of significance that when we were negotiating with them 
to refund that $300 million loan just recently that they were perfectly 
able to repay it within the next 2 years by continuing the rather strict 
controls that they have had in effeet—— 

The CuarrMan. Brazil would be in beautiful condition and continue 
to be if she produced all her own oil. She would be a great country 
financially. 

Senator Busn. Has Brazil that in mind? Are they going in for oil 
development there? 

The Cuarrman. That is a big question that we'd better not get. 
into for diplomatic reasons. That is one of the sore spots. 

Mr. Stampavuen. Here we have a chart, No. 16, that shows what. 
benefit the engineering and construction fraternity in the United 
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States has derived from the activities of the Export-Import Bank. 
(See chart 16, p. 1005.) 

This chart shows the various types of construction, a small item 
being miscellaneous, and then transportation, agriculture, mining, 
public utilities, and industrial. The total amount is broken down into 
Latin America, Asia, and other countries. Europe is excluded be- 
cause there isn’t much development in Europe—— 

The CuatrMan. Which State has the biggest interest here? 

Mr. StamBavuau. I don’t know how you could divide that up among 
the States, because a firm like Morrison & Knudsen, a firm like the 
Utah Construction Co., many of those firms don’t ‘have any home 
and are spread all over the United States. 

Senator Bennetr. The headquarters for Utah Construction are in 
San Francisco and Morrison & Knudsen in Boise, but I think they 
are nominal. 

Mr. StampauGu. The next chart, No. 17, shows the importance of 
exports in the year 1952. (See chart 17, p. 1006.) The cracks you see 
in the top line are supposed to indicate they could go on ad infinitum. 
That shows that $15 billion of exports, which was 4.3 percent of the 
gross national product, and 8.8 percent of movable goods—— 

The CuarrMAN. What do you mean by “movable goods’’? 

Mr. StamBauau. I was afraid you would ask that question. Mov- 
able goods is a standard used by the Department of Commerce to 
relate exports to something that could be exported. In other words, 
gross national product would include the construction of an office 
building which, of course, could not be exported. 

Movable goods consist, according to the Department of Commerce 
classification of the value of the goods at the farm, that is the market 
value of goods for sale, plus the value of goods for farm consumption. 
Then there is added the value of products of mines, and the value 
added of manufacture, and to that is finally added the cost of trans- 
portation to the point of consumption or to the point of export. 

The CuarrMan. What is the next one? 

Mr. StamBauGu. The next one, No. 18, has to do with employment. 
(See chart 18, p. 1007.) It shows the persons engaged in export em- 
ployment in 1952. I think the chart is pretty clear. I have one 
question I would like to ask, myself. I take it, Mr. Hasenoehrl, that 
r point, 9 million there is not people but commodities, is that 
right? 

Mr. Hasenoenre. That is right. 

The CuarrMan. The percentage dollarwise was 4 point something. 

The $3 million into $64 million is what? 

Mr. StampauGuH. About 5 percent. 

The Cuarrman. The number of people and the dollar volume 
percentagewise is about the same? 

Mr. SrampauGH. About. This, No. 19, shows the exports in 
percentage of annual production, various types of commodities, cotton, 
tobacco, wheat. (See chart 19, p. 1008.) The purpose of this is to 
show the importance of exports, agricultural products, and capital 
goods where exports are important. 

The CHAIRMAN. You mean, we export 56 percent? Is that 56 
percent of our cotton? 

Mr. Srampauau. In 1929 we did. 


42493 O—54—-pt. 2——_14 
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Mr. CHainMAN. Now we are exporting how much—37 percent in 
19527 

Mr. Srampauau. | think I have the figure here, In 1953 it is 
about 25 percent, 

Senator Busn. What is the figure on tobacco? 

Mr, Srampavan, In 1952 the figure was 25 percent, In 1953 it was 
about 22 percent, 

Senator Busu. Wheat is 48? 

Mr. Srampauan, Forty-eight percent in 1952. 

The Cuarrman, Why do you eliminate 1953 on these charts? 

Mr. Sramnauan. When the chart was prepared we didn’t have the 
figures. 

Mr, Hournusen. Those will be in the record, Senator. (See p. 
1034.) 

The Cuainman. That is a good chart, Thank you. 

Mr. Srampaven. The next chart, No. 20, will show the exports 
of iron and steel products, machinery and vehicles financed by the 
Export-Import Bank and their ratio to total exports of these products, 
1947 to 1952. (See chart 20, p. 1009.) 

The first one is for the year 1952 and relates to export of various 
products financed by the Export-Import Bank, total exports of these 
particular products. 

The next chart, No. 21, is for 1947 to 1952, inclusive, and shows the 
amount of exports financed by the Export-Import Bank in ratio to both 
exports of iron and steel products to Latin-American countries. (See 
chart 21, p. 1010.) 

The Cuarrman, The next one, please. 

Mr. Srampavan,. This chart, No. 22, is designed to demonstrate 
that the Export-Import Bank could continue lending at the same 
rate, at its average rate in the last 5 years and could still contribute 
a total of about $900 million to the cash position of the Treasury. (See 
chart 22, p. 1011.) 

The Cuatrman. How much money will you collect each year? 
How much money will you collect this year? 

Mr. Srampauau. The receipts from payment of principal and 
interest are in the green flags. 

The Cuarrman. How much in dollars? 

Mr. Srampavuen., In fiscal 1953 about $430 million; fiscal 1954 
about $375 million; fiscal 1955 it is about $500 million; calendar 1954 
is 450 million. 

The Cuarrman. You could loan $400 million a year out of your 
receipts each year without securing any additional funds from the 
Treasury? 

Mr. Srampaven, That is right. This is assumed on the basis of 
loaning $435 million a year. 

The CuairMan. That would be out of receipts? You mean, loaning 
$435 million out of receipts? 

Mr. Stampavuan, Yes. 

The Cuarrman. Without calling upon the United States Treasury 
for one nickel? 

Mr. Strampavuonu. That is right. 

The Cuarrman. I am interested in knowing how much you have 
loaned in the last 12 months? 

Mr. Stampavuau. I don’t think we have an estimate for that yet. 
But fiscal 1954, on the basis of authorizations, is about $435 million. 
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The Cuateman, That is a good chart 

Senator Busu. May | get that thing in mind? In other words, 
the repayments that are coming in 

The CHataman, Amount to $435 million a year 

Senator Busn, You can lend about $435 million a year without 
going back to the Treasury again? . 

Mr. Stampauan., We lend that and make contribution to the 
Treasury of this amount 

The CuatrmMan, Not only can they loan that amount of money, 
but they can still pay back to the Treasury X amount 

Senator Bus Those amounts in black at the bottom are within 
the $100 million limit, aren't they? 

Mr. Stampavan, Yes. This is above the $100 million. The 
amounts down here are made up of the top two bars, which is the 
reduction in the notes held by our Treasury and the dividends to the 
Treasury, They do not include the interest paid the Treasury, which 
is considered the cost of money 

The CHatrmMan. It is a good chart, Proceed to the next one 

Mr. Stamnavan. The next chart, No. 23, is designed to demon 
strate that the bank can loan over $5 billion in the next 10 years to 
finance United States exports with no drain on the Treasury, This 
is closer to your question, Senator, This is the rise in rate of lend 
ing, $435 million, in 1956 to $500 million, and then in 1960 to $565 
million, and within that expanded volume of lending we will make a 
contribution to the cash position of the Treasury, We would be 
loaning a larger part of what we received from our customers. (See 
chart 23, p. 1012.) 

The Cuatnman, That is a good chart. Proceed to the next one 

Mr. Stampauan,. The next chart, No, 24 (see p. 1013), relates to the 
personnel of the bank, It is self-explanatory, | believe. Also No, 25 
(see p. 1014), 

The Cuarmman. What is your total? 

Mr. Stampauan, 134 

The Cuatrman, You only have 134 people running this Export 
Import Bank all over the world? 

Mr, StampauGen, That is right 

The Cuatrman, Stand up and take a bow. Congratulations 
What is the matter here? You haven't heard about bureaucracy? 

Mr. Stampavan. Apropos of your use of the phrase, “all over the 
world,” Senator, we don’t have any operation anywhere except Wash- 
ington, D, C 

The Cuatnman. You do have men traveling? 

Mr. Stampavuan. Yes 

The Cuatnman, Your total employment is 134 people. That 
includes girls, men 

Mr. Stamnpavuon, Everybody. 

The Cuatrnman. That is the total, including auditors 

Mr. Stampauan. It even includes Mr. Lynch 

The Cuatrnman. That is the total, and you have about $4 billion 
outstanding and you are loaning something like $500 million a year? 

Mr. Stampavuen. We won't loan that much this year. Our loans 
this year will be about a quarter of a billion dollars. 

The CHatrmMan. That is good. Thank you: What is the next one? 
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Mr. StampauGH. The next one, No. 26, is the budget comparison 
table, which is just as interesting as the personnel. (See chart 26, 

. 1015.) 

; The punchline in this chart is that our administrative budget is 
$1,070,000. 

The CuHarrMan. With 134 people? 

Mr. Stampauenu. Yes; approved for 1955. Our actual adminis- 
trative expense for fiscal 1953 was $1,044,025, and in 1954 it is 
$1,116,000. 

The Cuarrman. We congratulate you on the 134, and also for this 
small amount. We might likewise say that had you 25 more people 
and spent a little more money you might have better served the 
American exporter. 

Mr. StampauaGu. That is possible. 

a next chart, No. 27, shows the credits authorized by the Export- 

ort Bank and the International Bank throughout the world. That 
is wg big world map at the rear that you have been staring at every 
day for quite awhile. (See chart 27, p. 1016.) 

Mr. Cass. Accompanying that map is a listing of all the credits by 
countries. 

(The list referred to follows:) 


Export-Import Bank list of net ' credits, Feb. 2, 1934, to June 30, 1988 


Country Total dollars Country Total dollars 
Afghanistan _ - - 21,000; 000 Teracls........ 050.52 135, 000, 000 
Africa, Union of South. 112, 579, 000 Italy_...........____- 147, 864, 000 
Angola ae elect it Fe ees 120, 058, 000 
Areentina. ..........- 102, 065, 000 Latvia___..-.......-- , 000 
Australia, South ____- i 5, 800, 000 Liberia___-......_._-- 10, 350, 000 
Me Se LTS 19; 157, Gee Meee 2.5 Sk 278, 221, 000 
EE, ts cecal 138, 800, 000 Mozambique--_-_----- -- 17, , 000 
NN disk ic hi iaiats 39, 530,000 Netherlands. ________- 205, 284, 000 
eo cass mahal Neti ia is 682, 575,000 Nicaragua___-_-_- Posen 5, 250, 000 
CS is wih awh 188, 115,000 Norway__-_.___._-_-- 50, 448, 000 
Sas all cketelea « 144, 763,000 Panarna______._____-- 6, 488, 000 
Ris op eies 202, 043, 000 Paraguay-_-_-_-_---._-.-- : ; 
ee tasice 8 8 2 eae 21, 894, 000 
Coste Rica... ......... 7, 260,000 Philippine Islands_-__ 25, 250, 000 
oe LO aS Rte ee eee. eee 43, 547, 000 
Czechoslovakia____--_ _- 22, 778, 000 Portugal. __-.._____-- 1, 271, 000 
Penminerhsi oii sees 20, 000, 000 Puerto Rico________-- 450, 000 
Dominican Republic_- - 3, 284, 000 Salvador, El__.._____- 1, 476, 000 
I ascites rn otho-se 28, 821,000 Saudi Arabia_________ 14, 768, 000 
Se ncndie os ~ oc eo ws i kd |. eee 37, 646, 000 
eee 3, 222, 000 Sweden -__-_........-.- 6, 266, 000 
NI geht 127, 537,000 Thailand__._._______- 1, 040, 000 
NE 1, 300, 000, G00 Turkey... ...4-~s«u.- 32, 271, 000 
ce as 64, 027,000 Uruguay. __.__.___.__ 17, 375, 000 
eens cae sect 14, 563,000 Venezuela___________. 19, 436, 000 
we eben eakcced 24, 680,000 Yugoslavia. _________- 55, 000, 000 
a ee 1, 000, 000 Miscellaneous, general_ 4, 831, 000 
i ie eee 590,000 Miscellaneous, Latin 
II 6. os sx os in tnt os 100, 000, 000 ox at cen 29, 518, 000 
ass cn ee , 000 


| Net credits represent authorizations less cancellations and unutilized funds. 
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Credi Type 
No. vw 
AFGHANISTAN 
470 Dams and canals, agriculture 
AFRICA, UNION OF SOUTH 
i 
498 Mining equipment and service 
498-A do 
498-B do 
498-C do... 
498-D do | 
498-E do | 
498-F do... 
498-Q do | 
498-H do 
498-1 do | 
498-J do 
498-K do 
530 Electric power—steam | 
| Total, 13 projects 
ANGOLA (PORTUGUESE WEST | 
AFRICA) 
319 Port facilities—Cabinda | 
532 Harbor development 
Total, 2 projects 
| | 
| ARGENTINA 
240 | Railroad equipment 
307 | Mining equipment and machin- | 
| ery. 
308 .do 
408 | Harbor barges 
i 
77......| Dollar exchange 
495 | Mining: Tungsten and sulfur. --| 
Total, 6 projects 
AUSTRALIA, SOUTH | 
| | 
535 | Mining equipment and machin- | 
| ery. | 
| 
AUSTRIA 
430 | Raw materials and capital goods. | 
434 Freight, insurance, and service 
for War surplus material. 
520 | Cotton export 
Total, 3 projects 
RELGIUM 
383 | General produce—lend least ter- | 
| mination | 
384 Equipment and service—recon- | 
struction | 
436 Raw material and equipment 
519 | Dollar exchange 
Total, 4 projects 
i i 
BOLIVIA 
| 
301 | Rubber plant machinery 
315 | Petroleum development, equip- | 
| ment and services. | 
315 Highway construction: Equip- | 
ment and services. 
321 | Mining equinment and service 
322 do 
467 Highway construction: Equip- 
ment and service. ! 
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| Blyvooruitzicht Gold Mining Co., 


Obligor 


Royal Government of Afghanistan 


Various mining companies (unallotted) 

West Rand Consolidated Mines, Lid 

Daggafontein Mines, Ltd 

Ltd 

Western Reefs Exploration & Development 
Co., Ltd. 

Stilfontein Gold Mining Co., Ltd 

Randfontein Estates Gold Mining Co 

Virginia Orange Free States Gold Mining Co., | 
Ltd. 

Vogelstruisbult Gold Mining Areas, Ltd | 

Luipaards Vlei Estate & Gold Mining Co., 
Ltd. 

Welkom Gold Mining Co., Ltd... 

President Steyn Gold Mining Co., Ltd 

Electricity Supply Commission 


Chas. B. McDaniel, Jr_. 


Republic of Portugual 


Argentina State Railways 
“Sominar’’ Sociedad Minera Argentina 


Minerales y Metales, Sociedad de Responsa- | 


bilidad. 


| Agencia de Transportes Moore-McCormack, 


8. A. 
Consortium of Argentine Banks 
Sociedad Minera Argentina, 8. A 


State of South Australia 


Creditanstalt-Bank verein 
Republic of Austria 


do 


Kingdom of Belgium 
do 


do 
do 


Samuel Howson 
Corp Boliviana de Fomento 


do 


H. I, Altshuler 


| Mauricio Hochschild 


Corp. Boliviana de Fomento 


BANK 


} 
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Net amount 


$21, 000, 000 


28, 975, 000 
3, 376, 000 
7, 840, 000 
6, 810, 000 
9, 278, 000 
4, 362, 000 
7, 221, 000 
8, 027, 000 


4, 222, 000 
4, 511, 000 


4, 179, 000 
4, 178, 000 
19, 600, 000 


112, 579, 000 


65, 000 
867, 000 


932, 000 


120, 000 
260, 000 


10, 000 
205, 000 


96, 470, 000 
5, 000, 000 


102, 065, 000 


5, 800, 000 


12, 637, 000 
500, 000 
6, 000, 000 


55, 000, 000 
55, 000, 000 


32, 000, 000 
6, 800, 000 


138, 800, 000 


9, 000 
8, 500, 000 


10, 320, 000 
1, 098, 000 


1, 023, 000 
16, 000, 000 
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_..| A “Agricultural equipment. .-...... 
| i ; 


ae Agricultural equipment _. 


STUDY OF 


Type 


BOLIVIA—continued 


| Mining: Tungsten. 
| do. . 
do... 


Total, 9 projects 
BRAZIL 


Dollar exchange - 

Printing press... 

Can machinery ___-. 
Railroad cars and equipment. 
Railroad locomotives... - 
Agriculture oiticica products. . 


| ceed 
Cotton-gin ‘machinery 
United States a riculiural and 


industrial products. 
Railroad locomotives. 
Cotton mill. ___- 
Import of tropical product ts_. 
| Ee 
Railroad equipment... 
Railroad rails. _ 
Steel mill equipment—inte- 
grated plant. 
Railroad ecmeties ouipmanh. 
aan equipment_. 


Highway and airport equip- 
ment. 
Railroad cars and equipment_._. 
Agricultural and industrial 
products. 
——— and machinery for 
lane plant construction. 
ning: Iron ore. 
heres machinery equipment... 





8 ara 
Railroad equipment ._______._.-- 
Cargo steamers...............-..- 
| Airline equipment-.-. Sileedk 
nn cow aen 
Mining: Iron ore..____-..-....-.- 
ee equipment 


Electric power—hydro--______-- 
Electric power—steam 
Electric power—diesel__....._... 
Electric power—system ---_____- 
Electric power—steam....__..._- 
Electric poser—hydro-___....... 
Electric power—steam -- - ______- 
Electric power—hydro.-______..- 
Ships and ferries. ............_.-. 
a. oo 
Railroad equipment___________-. 
Steel mill—expansion___.___.___- 
Mining: Manganese. eal 
Cement plant. : a 
Electric power—steam._____ 
Electric power—diesel 
hydro. 
Electric power—steam ___. _._..- 
Electric power—hydro. --_.___..- 
Electric power—diesel 
steam. 
Electric power—system..______- 
Electric power—diesel___ ,-.._--- 
en equipment __. aie 
SD sk cima 


ning: Manganese. - 
C. I. pipe plant..........-.. 


ining: Iron ore...... -- sal 
Dollar exchange... ...........--. 


EXPORT-IMPORT 


“Gen-Tenniai Cotton Gin Co_. 


Cla. Siderurgica Nacional-Banco do Brasil... 


Republic of Brazil _- 


Cia. Vale do Rio Doce, 8. 
Republic of Brazil Port Scopes Rio de 


Cia. Vale do Rio Doce, 8. A_. 
Central Railways of Brazil__.................- 
Lloyd Brasileiro 
Panair do Brasil 
Moore-MecCormack (Navegacao), 8. A 
Cia. Vale do Rio Doce, 8S. A 
Sorocabana Railwa 
Cia. ee de 


Cia, 
Empresa Intl, de Transportes, Ltda 
Cimento Aratu, 8. A 


Siderurgica Nacional— Banco do Brasil 
Soc. 
Cia. 
Cia. 
Cia. 


Cia. 
Cc 








ae 


Chemical plant... ._.... ......-- 


1 See also DP-4, p. 15. 


BANK AND WORLD BANK 


Obligor 


| Mauricio Hochsehild, 8. A. M. I 
Bol. Tin & Tungsten Mines Corp... 
Cia, Aramayo de Mines en Bolivie. 


Banco do Brasil. 

Duplex Printing Press Co_- 
Cameron Can Machinery Co.. 
Central Railways of Brazil. 
Sorocabana a - 
=| Brat Oiticica, Inc_. 


Banco do Brasil_. 


Soresabana Reliway.........................- 
Whitin Machine Works....................... 
American-Brazilian Corp., New York ......_. 
I ae ek 
NY CNN oo nwa ccinecesstsdaavce 

Rio Grande do Sul Railway 


I I nis inoc nn dtatindecaecughetiesies 
Banco do Brasil, Central Railways 





: “Re : = cocina ioe 
Republic of Brazil, Banco do Brasil......_... 
Central Railways, Brazil_............... 
Banco do Brasil____- 


Janeiro. 


ransportes Coletivos, Sao 


‘au. 

. Brasileira de Energia Eletrica 
. Energia Eletrica da Bahia_._............. 
. Central Brasileira de Forea Eletrica._.__. 
. Forea e Luz de Minas Gerais__._______._- 
. Forca e Luz Nordeste do Brasil 
. Forca e Luz do Parana. .................. 
. Energia Eletrica Rio Grandense........_- 
Paulista de Forca e Luz 


Brasileira de mineracao, Ltda_--_.____.-.- 
Brasileira de Ligantes Hidraulicos 
Paulista de Forca e Luz 
Forca e Luz do Parana 





Brasileira de Energia Eletrica 
. Forea e Luz de Minas Gerais 


. Energia Eletrica da Bahia................ 
. Central Brasileira de ne Eletrica 
. Paulista de Estradas de Ferro 


Banco Nac. do Desenvolvimento Econ.----..- 
State of Minas Gerais 
Industria e Comercio de Minerios, 8S. A 
Cia. Metalurgica Barbara 
Banco Nac. 
Cia. Vale do Rio Doce, 8. A 
Banco do Brasil, 8. A 
Cia. Brasileira de Estireno 


0 Desenvolvimento Econ... ..- 
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Credit 


No Type Obligor Net amount 


BRAZIL—continued 


. j Textile machinery 8. A. Industrias Reunidas F. Matarazzo $505, 000 
. f liens 8. A. Industrias Votorantim 255, 000 


Total, 65 projects 682, 575, 000 
CANADA 


Printing press Duplex Printing Press Co 15, 000 
Aluminum plant expansion Aluminum Co. of Canada, Ltd | 25, 000, 000 
do do 8, 200, 000 


do do 4, 200, 000 
Raw materials and equipment Dominion of Canada 140, 000, 000 


Mining: Iron ore Steep Rock Iron Mines, Ltd | 5, 700, 000 
Mining: Nickel Falconbridge Nickel Mines, Ltd 5, 000, 000 


Total, 7 projects 188, 115, 000 


CHILE 


Railroad locomotives Chilean State Railways 499, 000 
Agricultural machinery 8. A. C. Saavedra Benard 701, 000 
Railroad locomotives Chilean State Railways 1, 267, 000 
Industrial equipment and ma- | Corp. de Fomento de la Prod 15, 751, 000 
chinery. 
Agricultural and industrial do | 4, 249, 000 
products 
Industrial and electric power do 13, 000, 000 
| equipment. 
| Railroad equipment Chilean State Railways 5, 000, 000 
| Electrical materials Corp. de Fomento de la Prod. (Ingenieria 250, 000 
Electrica, 8. A. C.). 
| Railroad locomotives Chilean State Railways 897, 000 
| Railroad locomotives and equip- do 2, 632, 000 
| ment. | 
| Integrated steel mill Corp. de Fomento de la Prod | 48, 000, 000 
Railroad equipment Chilean State Railways 5, 000, 000 
Industrial, agricultural, and | Corp. de Fomento de la Prod 6, 700, 000 
Electric Power equipment. 
Rayon mill equipment do 1, 200, 000 
| Materials, equipment, and ser- | do ; 23, 917, 000 
vices. | 
Mining: Iron ore | do 2, 750, 000 
| Highway equipment | .do 1, 800, 000 
Steel mill expansion do 10, 000, 000 
Ferro-alloys plant | do 1, 150, 000 


Total, 19 projects. __- 144, 763, 000 


CHINA 


Cotton, corn, wheat Republic of China 16, 608, 000 
Sulfur export Wah Chang Trading Corp 75, 000 
Railroad locomotives | Ministry of Communications, China | 733, 000 
Agricultural products | Universal Trading Corp | | 22, 000, 000 
Mining equipment and mate- | do 20, 000, 000 
rials. 
Export agricultural products | Central Bank of China 25, 000, 000 
and import tungsten. 
Export of a and im- | do ‘ 50, 000, 000 
port of tin and tungsten. | 
Chemical plant construction .| Yungli Chem, Indus., Ltd. 1, 434, 000 
...| Cotton export Bank of China 32, 976, 000 
_| Cargo vessels... Republic of China ; 4, 244, 001 
.do wield he .do > 2, 541, 000 
Electric power—steam | .do : | 8, 282, 000 
| Railroad repair materials } .do : | 16, 650, 000 
| Mining: Coal. | do 1, 500, 000 





Total, 14 projects. __. i 202, 043, 000 


COLOMBIA 


Textile machinery Saco-Lowell Shops 88, 000 
| do The Textile Finishing Machinery Co 
| do | Draper Corp 

Shoemaking machinery Hamlin Machine Co 

Railroad equipment Banco de la Republica 

Highway construction Republic of Colombia 20, 000, 000 

Agricultural equipment Caja de Credito Agrario, Industrial y Minero 14, 500, 000 

service. 
Electric power—hydro . ' Empresa de Energia Elec., Medellin. - 2, 391, 000 
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Coe Type Obligor 
COLUMBIA—continued 
352 | Railroad equipment Republic of Cpenke Ce Adm. de los 
errocarriles Nac. de Colombia. 
356 do Ferrocarril de Antioquia, 8. A...............-. 
365-B Hotel construction Hotel San Diego, S. A. (Hotel Tequendama).. 
389 Railroad locomotives Ferrocarril de Antioquia, 8. A-_............_-. 
438 Dredge : Republic of Colombia ............ 
442-A Highway construction adn he cedithaoo-ck\ oc aniewtinick aed ee 
442-B Buses ; itl Misindcenvnecousnebaceseeiieiiiecssidl 
442-C Earthquake reconstruction [at hiddlitiiinn «00n0nubibusiataptinvicaiiie asia 
442-D Railroad spare parts Pl seithninneduacontinny<exed ier 
480 Grain storage : Siege ete ME ithciin chin eetraeaces dikaciebinétibeat 
486 _. oe: RS GIDE ONIN EB iced cE hg UG in opsotenin ok ait bike «hindtrenedie’ 
490. Railroad equipment. stdbied Conese zee de los Ferrocarriles Nac. de 
mbia. 
508 Cotton export.............- Colombian Commercial Banks... --.-._......- 
517 Hotel finance...- Hotel San Diego, 8S. A. (Hotel Seen. 
518. Electric power—Hydro._. Empresa de Energia Elec., Medellin __--..__.- 
ae PIR E. 6. <0. cD Oto cenine edd shane ecmnsnnessses cone 
COSTA RICA 
96... | ee ee American Steel & Iron Co_.................--- 
248. Agricultural and industrial ma- | Banco Nacional de Costa Rica. -__............. 
chinery and equipment. 
330. Highway construction... .. ; Republic of Costa Rica.......................- 
EG INCE cise nas occ EO Nnntennansthadigu dhbtheantave aikiien dae 
CUBA 
a. Money coinage. ..............--- NOE NG iv vin win nn eons snieincien donne 
as alc dks hice mpegs tea delle alam BI ctntibincin ocesdithinsh idee cuculbiaghgnsaiaibaai 
Og ea i eedatacievtiest Sa salina tain siea-cnnnsiceeukharaoeseadncionoeas cael 
in iced I csawerssttine iam gumiali kiadaeaaanee ils ts ie nnenennain cae abtbinedsetinein 
A ih ci bonceied | EEL AOL NE Tb titi nke bay annantansnntiteniaense- duane 
ie od Clothing export ................. Charles H. Williams & Associates... ......... 
289 Sugar production costs..........| Cuban Sugar Stabilization Institute_____...__. 
204__ General economy and rehabilita- | Republic of Cuba—Comision de Fomento 
tion public works projects. acional. 
493 | Electric power—steam _________. Cia. Cubana de Electricidad -................. 
...... <catabiedcistutieenhhanmeneeseen Geeesscasuabenieiel 
CZECHOSLOVAKIA 
RD isa RI MONIUR. cnn akncicadineated Anglo-Czech & Prague Credit Bank... ........ 
Ptesccecees plea Rc aie Seo « George H. McFadden & Bro.............-...- 
inc i fate ei eae Williamson Cotton Co.......................- 
143 a “ee Anglo-Czech & Prague Credit Bank_-_-__.._..- 
387 a ne PUR CREE TOI «9:03 ne nensins senncestaens 
ewe |) ee Republic of Czechoslovakia... ..............- 
Dadal, 6 Pa. « - sss ne Macseeieadigdditcnentinnarannde tsuneo 
DENMARK 
I cine Materials and equipment—war | Kingdom of Denmark-_----.............-....-.- 
reconstruction. 
DOMINICAN REPUBLIC 
BR se Materials and equipment—nub- | Dominican Republic_-.-................-....- 
lic works. 
SD. c0n< Materials and supplies—Gov- |-.... lv: ctthnwaqedeueenecesebtianiaeap meine 
ernment departments. 
Ec watctanken betibekdadnss.05secumibsjencimemnvenseaihe haan hts 
ECUADOR 
BE antiws Mining development. ___...-..- Pacific Development Co., Inc. ............---.- 
— FS, OU eee .| Municipality of Quito... ...................... 
Sas ew construction. ....-..... —_ SE Cnconcceskenaénuekt coos 
a a Senet adl ele eats ae nie 0-5 nk alee abinn en eee haiwencomial 
471__....| Earthquake reconstruction. --. Republic of Ecuador (unallotted)-_...........- 
471-A_. awry maintenance. ----..... Pn SE I oo once cinnnesincewenns® 
471-B_._| Ra SUIIUEE..0.n n= 5 cscbew ned Dicincsneves iyacan tance sphael récwamkekeend 
471-C__.| A ture: Rice ee ethitggl oaehine _ coat wecoe cnctienen 
471-D... ater supply rehabilitation. __-_|..... titan cnenbinebacsadnkaseecnee easel 
471-E_..| Housing reconstruction..........|...-.. iilididasclcwenices eno nncubcdestnacaainiial 
471-F__.' Water and sewer systems. _.....'..... Pci cdvcnindhchtinbikdtnseteunbabeyhianam 
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Credit 
No. 


522... 


§27.... 


| Water supply 


Type 


ECUADOR—Ccontinued 


Airports—improvements - - 
Total, 13 projects 


EGYPT 


| Fertilizer plant. 


ETHIOPIA 


Money printing and technical 
services. 
Aircraft and spare parts. 


| Industry equipment and money 








printing. 
Total, 3 projects__. 


FINLAND 


| Cotton export. 


Foodstuffs export 

Industrial materials and equip- 
ment. 
...do : 

Autos and buses - 

Industrial materials and equip- 
ment. 


Total, 6 projects. 
FRANCE 


General materials and equip- 
ment—lend-lease termination. 
General materials and equip- 
ment—war reconstruction. 
Cotton export 


Economic development: Defense. 


Total, 4 projects... _- 


GERMANY 


| Cn export... 


cee , 
Tobacco export.... 


Total, 4 projects. 
GREECE 


Materials, equipment and serv- 
ices. 


HAITI 


Equipment and materials— 
public works construction. 


| Expansion banana plantation. 


Agricultural development: Rub- 
ber, sisal, and other tropical 
products. 

Sisal production 

Agricultural development: Dam 
and canals. 


Total, 5 projects... 
HONDURAS 
Highway construction 


ICELAND 


| Agricultural and industrial prod 


ucts 








Obligor 





Republic of Ecuador 
inseam 


Societe Egyptienne d’Engrais et d’Industries 


Chimiques. 


Ethiopian Empire - 


eects 
at 


Bank of Finland 
ee of Finland.. 


Finnish American Trading Co 
Republic of Finland... .__- 
Bank of Finland 


Republic of France... . 
do. 


French Cotton puperting — ’ 


Republic of France. 


Bartz & Co_. 
American Cotton Supply Corp... 


— Deutscher Laender - - -- 
Se ee oe ae 


Kingdom of Greece 


Republic of Haiti 
Standard Fruit & Steamship Co 
Development Agricole... - 


Haitian a Cup. Reais 
Republic of Haiti. - d 


Republic of Honduras 


Kingdom of Iceland... 
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Net amount 






* $335, 000 
1, 000; 000 





24, 680, 000 





1, 000, 000 
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—_— Type Obligor Net amount 
INDONESIA 
ne | Materials and equipment—re- | Republic of Indonesia (unallotted) -........... $16, 799, 000 
construction. 
472-A_..| Autos, trucks and buses.........| Republic of Indonesia_-....................-.-- 32, 100, 000 
472-B...| Telecommunication equipment. |.....do0...............-...----2+..--------.----- 260, 000 
472-C___| Harbor construction and semen awed cndendpessnde dareasonescuues pbeienbeuh 6, 700, 000 
472-D Railroad rehabilitation... .... GOURiss bocddvovcscavctvdcuceosegehionhihas 17, 100, 000 
472-E___| Aircraft and equipment... Retail Rbcnadsddvswcdbibins dvevhhsndvehelbeaeyehion 6, 085, 000 
472-F ___| Electric power—hydroand diesel. | -. ... Ss ae 3, 586, 000 
472-G Forest development... . So ictiieRliwnsluwnnnohtnsinnnilngutiaewirodan 1, 550, 000 
472-H Marine engines...............--- ie ckevecctdikaavnsvondgknedduuemecnsien 1, 820, 000 
472-1. Cement plant... .._. ‘ wo hci El ConudiepWaipipiocnaden codes QgeMenniceaee 14, 000, 000 
RROD oo on dcdcdc on bison Shetaruedp aes hont eaneie 100, 000, 000 
IRAN 
PE cast Auto tires and apm. ee = RE Tie OO Sock oc iccerstocucdcinenl 222, 000 
213. . BRS GB cone n<sc<e so sdueneut Diewidwansdetbeeedsnaduahenmapesasegunned 110, 000 
OR ciao went Pip acta hist Ting tks nahi isvilecs aelied neadamiNaes 130, 000 
IR iciicns ccc dnbitiqeteencesesssnethasstnscsauncdeneatinaiaes 462, 000 
ISRAEL a) 
458-A__. ———< er ee oe 70, 000, 000 
458-B__. reraft, airports and railroad |-.... tbat s aah as cue answadiwen enue 9, 535, 000 
equipment. 
458-C...| Housing materials...............|...-. sl heeds é Cuties nkie'cynasues a dng 25, 000, 000 
458-D___| Telecommunication equipment. ie: tin nkndtlvenvahdaentitvwa<inmenpensaeiede 5, 000, 000 
458-E__ | Harbor construction...... hb asonanh son ctaeirhanhinnemglannte 5, 465, 000 
458-F__.| Industrial development. - sae tihaepesill lated: in epithe cbs nin es addin oasanabiiaee 20, 000, 000K 
ts CORUIIE... Wn ince becie sc enenincetidius sccamiiesn ecasteusanesendame 135, 000, 000 
ITALY 
147... oe RR ain banks (cotton credits) ................. 1, 600, 000 
BOD vinci cTNOn ence ccccecencec eee cce ene ce|n ss cd asesesecnsccbanensaawoksancamscossenssnen 2, 092, 000 
BR iknec | eet Raiidecocmncceccccsceesece cele gene mecsnsccatasecesagahebbetnsasmsskwtasdite 9, 677, 000 
BOR dechinl iieather See = Se Stiaws Leather Co..........- neue 7,000 
—— NR onsen ce swesnsene Seth banitelikn Cuanepnysnsegunineneund 24, 639, 000 
417-A Auto plant equipment... _._..._-. Istituto Mobiliare Italiana... ................- 11, 200, 000 
417-B Tireand rubber equipment... _.|..... i iidcenibinds sanbvenn naveequeniaia<éVkabate 4, 000, 000 
417-C___| Chemical sey NE Te ng LS iene ckehcaenaiancaapen os 5, 765, 000 
417-D —_ . 8, 107, 000 
417-E enced 800, 000 
OE citoviadl do 2, 000, 000 
417-G.._|.....do 500, 000 
417-H...| Steel mill (Ilva, Alti Forni) . - DL ith sihnsh os 06 ontnnavcintinvascumgubhwcnll 9, 000, 000 
417-1 EE FD ig pe ceoccccsenulasua BD bnvtidehemnapedeceastcseneWGNas ueghanaibiemiinn 3, 635, 000 
417-L Stee] mill (Dalmine) . ...........|----- Dens 06 ch epan xvindawsvacsinn barman 1, 350, 000 
417-M...| Steel mill ppormigliane) JNodkhevlabeebant dicrben conaieeies 1, 300, 000 
417-N...| Steel mill (Lombarde Falck) __._|----- ls diets onehascnathethdanayincaieeneeue 3, 000, 000 
417-0 I oc Dy ctccacccoeveseenstonsvoumembeseweleben 3, 882, 000 
417-P EN MID. no co ranckcnedinsscésnciecernwanenntull 500, 000 
ars Electromechanical industry ._... .|....- TR, emasteaedine eopsners nun anteighaibeninnsbiball 6, 558, 000 
407- as SEE sn cwetnonlbenes Ss ddd was thten encanta nnoreueadhiwaiheies tl 23, 392, 000 
417-8 Chemi ne Gtkedootenshaenia SE ie dxckscbgdintsweucecssieubineeaanoun 109, 000 
417-U Electromechanical industry .. -...|....- Tacs alstidncadlp amceiiann ainda aenameaaae 154, 000 
417-V Metallurgical industry ....._....}...-- Ena bacalvipddpbcoancobecbwnasenre abode 585, 000 
417-Y Miscellaneous materials and |..-.- DD italtannin<encrpihtegestimdinenengetmedin’ 15, 920, 000 
equipments—130 companies. 
417-Z Aircraft and equipment.-.......|..-.- 1D: inchs 1isw annie wpiieengimenaniundume 500, 000 
ee Tobacco export. -...............  ~ ~opemeeed Autonoma dei Monopoli di 4, 899, 000 
437... Materials and equipment— [Instituto Mobiliare Italiana.-.................- 2, 972, 000 
handicrafts. 
528... Aircraft and equipment. - -......|-.- pally ntihotaniin <oneediéssancenantennineneanal 4, 721, 000 
Total, 29 projects... - -- awelicms pin neeeccaetegebarnepees osebsencécoeneseoum 147, 864, 000 
JAPAN 
oe Cote enpetbss...... 2.20.5 sree Gecarat. — Export-Import Revolving Fund. 40, 158, 000 
COR cietad ube picinttervans > ndnnainnen gall ee ee ee 39, 900, 000 
ee WD asso Ssidk thee os nneccarcusepaccunen — Shag Cocavbocseck «ncusghsanhecen retains 40, 000, 000 
Tota, DB Hemhesle....... «2.2 siichvncuidscsccccscvwswnewcescicoes cocnccgeheceinpten 120, 058, 000 
LATVIA 
ea ee ee Raney OH’ Desehh.......wcccssssvrernnecvitness 11, C00 





Se 


we 








831... 


ss 2 8 
. es ‘ ‘ 
ee Ss 


0 
0 


0 





oeate! 





Credit 
No 


460 
489 
497 


152 
157 
159 
160 
171 
300 
323 
338 
350 
362 
366 


379 


427-A.. 
427-B- 
427-C. 
427-D... 
427-E 
427-G... 
427-H 


427 


427-K 
427-L 


452... 


487... 


487-A. 


487-B. 
487-C 


487-D ... 


487-E . 

487-F _. 
487-G __. 
487-H_... 


404... 


505.... 
516... 


539.....- 


531 


.| Highway construction and ag- 
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Type 


LIBERIA 


Mining: Iron ore " 
Highway construction 
Water and sewer systems 


Total, 3 projects 
| MEXICO 


Water pipe and meters 

Water supply -. 

Railroad equipment... 

| do 

| Water purifying equipment. -... } 
Construction equipment. - -| 

Highway construction 

Steel mill (Altos Hornos) 

Handicraft industry ___... 

Gasoline equipment: Refinery 

Railroad equipment 

Stee! mill expansion. - -. - . 


| Electric power—steam - . 
Electric power—hydro- - . | 
Agricultural equipment - - 
Beef canning plant 
Railroad equipment... 
Sugar mills. ... 

Fertilizer plant._. 
Waterworks. 

Renned equipment. 


Mining: gn 

Stee] mill (La Consolidada) - 

Balance unallotted..... 

Irrigation and power—Falcon 
Dam. 

Irrigation dam. _..... 

Irrigation canal... .. 

Steel mill expansion 
Hornos). 

Railroad rehabilitation 


~ (Altos 





Telecommunications 

Stee] mill expansion (H ojalata y 
Lamina). 

Sulfur plant... -... 


Mining: SepngeD 
Sulfur plant.. ‘ 


Steel mill expansion _. - 





Total, 37 projects.... 


MOZAMBIQUE (PORTUG 
EAST AFRICA) 


UESE 


Railroad construction: Mate- 
rials and equipment. 


NETHERLANDS 


Material and ae —lend- 
lease terminat: 

Goods and services—war recon- 
a. 


NICARAGUA 
Agricultural and _ industrial 
roducts. 


| _ ricultural equipment. 
Highway construction..... 


Electric power—diesel. . .._- ccedl 


Obligor 


| Liberia Mining Co 








Total, 4 projects........... be edswesen 
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Net amount 





$4, 000, 000 
Republic of Liberia 5, 000, 000 
tide 1, 350, 000 
|. 10, 350, 000 
Armco International Corp 85, 000 
| Fairbanks, Morse & Co 42, 000 
National Railways of Mexico 226, 000 
| American Locomotive Sales Corp 603, 000 
The Permutit Co , 36, 000 
Harnischfeger Corp 58, 000 
Nacional Financiera, 8. A | 36, 000, 000 
-do. nen 7, 500, 000 
Fred Leighton, Inc 1, 156, 000 
Nacional Financiera, 8. A 9, 950, 000 
ine a pliree 19, 000, 000 
ey peeree de F. Y. A. de Monterrey, 800, 00 
| Nacional Financiera, 8. A 20, 000, 000 
‘dndens 3, 150, 000 
.do 5, 000, 000 
dtc 1, 000, 000 
Minin 7, 000, 000 
ee 5, 000, 000 
.do. 5, 500, 000 
Mantas 1, 516, 000 
.do. 12, 897, 000 
Ramis 5, 000, 000 
nani he csUtabinswa | 2, 740, 000 
.do. 1, 500, 000 
dacs 23, 200, 000 
..do. 12, 500, 000 
Mine 1, 000, 000 
dion. 17, 500, 000 
..do. | 5, 000, 000 
es Bide 51, 000, 000 
wba do... | 5, 000, 000 
Miers | 1, 500, 000 
..do. 3, 600, 000 
= Gulf Sulfur Co. and Mexican Sulfur 3, 443, 000 
0 
Cia. Minera Fernandez, 8. A-..-- 555, 000 
Pan Agnecionn a Co. and Guif Sulfur Cia. | 3, 664, 000 
de Mexico, 8 | 
Cia, Fundidora ¢ de F. Y. A. de Monterrey, 4, 500, 000 
8. A. 
278, 221, 000 
Republic of Portugal... ...................-2. 17, 000, 000 
Kingdom of Netherlands..-..................-- 50, 000, 000 
ae HN OS Lee cpubinedicetemcss| OLS 
i es man ie en memblineiuinin anaes | 102, 231, 000 
Royal Dutch Airlines, KLM -. : 3, 053, 000 
ke ke cla tpaiae he Sal neetewwes | 205, 284, 000 
| = 
| 
Banco Nacional de Nicaragua. --...........-.- | 650, 000 
Republic of Nicaragua. ..............---.---- | 2, 000, 000 
| 
i ah A. enenweneteencorsheuehaostel 2, 000, 000 
Empresa de Luz y Fuerza Electrica. --.-....-..| 600, 000 
i tate eds sigh nantbiehswidnnseiin | 5, 250, 000 
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Cotes Type Obligor Net amount 
NORWAY 
253 ‘o—— — and industrial | Kingdom of Norway-................-..-..-.... $227, 000 
eq . 
369 | Ma ee 1 isc ccd dt incnaswndcbsctvaveteiieslind 50, 000, 000 
reconstruction. 
440 | Telecommunications plant | Standard Telefonog Kabelfabrik A/S of Oslo- . 221, 000 
equipment. 
I lin aiinaivcouibinbnlsitinnbnnt .scoinniniausweegnnieuiniaiiall 50, 448, 000 
PANAMA 
246 | Highway construction _. oF INE DORR onic 00 ccc ewnccsapewens 2, 488, 000 
448 “— — (El Panama | Hoteles Interamericanos, 8. A...............-- 2, 500, 000 
501 | Hotel finance................... Rapubiiee?! Fumeaa.. ...... 2. stsg tS 1, 500, 000 
Wate, 8 GGA. ..n  . cn Paks cnbanctpetbcetcuwcuvensusnnesssdedinuessadeaa 6, 488, 000 
—_—_—_—_—_—_—_ 
PARAGUAY 
228......| Highway construction......_. pees euneny oeuwnenicsepiscnnaneauele 3, 000, 000 
228-A_..| Dollar exchange. we Min dice basttcetoveranvesmpithesamisiaae 200, 000 
ES Highway construction... ddd canaincarinecni ena 3, 000, 000 
ING ow. owes fendsccocetdcbiswectaneveucececuccdaiweuandinel 6, 200, 000 
PERU 
368......| Electric power—hydro -- ._| Corp. Peruana a Renta, 8. B..ccccnccsbivepid 444, 000 
483_.....| Zine refinery and hydroelectric Comte Be Pais GetPsierv nc concctleseets 20, 800, 000 
wer. 
499__.__. ining: Tungsten... ...._.....- Fermin Saleen Gentelin o Hijes Megeciancian 650, 000 
Agricola y Minera. 
De FIR enn ono occ denncecenicnetchnnecendbilhsicqhses aden 21, 894, 000 
——— 
PHILIPPINE ISLANDS 
Wa... me mahogany develop- | Dahican American Lumber Corp. ..-.......-.- 250, 000 
agi. Ehectris power—hydro_.__...... National Power Corp..............-....------ 20, 000, 000 
538......| Small industrial development | Philippine Lending Institutions... .........-. 5, 000, 000 
projects. 
BN. 6... ooo ov corabtahcaeewcccsgupminiccdinconcmmenccigddaiin 25, 250, 000 
POLAND 
Ns. oo See Geo. = YS ee ee 34, 000 
122-A...|...- WE 2 ak cab mapwidgicassdqe cami ci UK nia géicd bins oscoseueequedigntn 2,000 
dag eadhsini SR er bcs ieee nis choad Polish Cee PS.... i it SIA 167, 000 
212..._..| Cotton and copper export... _..- National Economic Bank . ._--..........-..--- 3, 344, 000 
a — and coal mining equip- | Republic of Poland --__................-.---- 40, 000, 000 
ment. 
SI oon ann a onic cant eksinevseccsacunpdauncdslectiddubecsasell 43, 547, 000 
PORTUGAL 
Biccwe Railroad equipment............. Portuguese Raillways...........22....5.-..<.4 1, 271, 000 
PUERTO RICO 
| ee Sisal sack and cordage factory...| Puerto Rican Fiber Corp. ---............-.---- 450, 000 
EL SALVADOR 
asc Highway construction __-_..-... Republic of E] Salvador... ............---.--- 1, 476, 000 
SS 
SAUDI ARABIA 
386...... Raw materials and equipment..| Kin ~~ eee 10, 000, 000 
eee CO” ER SRR eal ee ee ae 4, 768, 000 
Total, B quahecthe in... 5 hie Sosa eke be che ccdsw cine clan tae ewel 14, 768, 000 
aSSSS===S_ 
SPAIN 
ed Tobacco export...............-.- 6, Bete Oo..........0 end eee 673, 000 
ee Cotton en sible dau aectadaune — a Americano and Banco Espanol 13, 008, 000 
‘redito 
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‘ eens Type Obligor Net amount 
oO. | 
l. i ‘a a 
’ 513 Cotton export Spanish commercial banks $11, 965, 000 
, 542 do do . ‘ 12, 000, 000 
‘ Total, 4 projects | 37, 646, 000 
z SS 
a SWEDEN | 
) 252 | Industrial and agricutural prod- | Sveriges Riksbank ; 4, 111, 000 
| ucts. 
446 | Aircraft... - | Swedish Airlines 2, 155, 000 
( j i a 
‘ j Total, 2 projects 6, 266, 000 
THAILAND 
504 | Cargo vessels ~ _..| Kingdom of Thailand : | 1, 040, 000 
| TURKEY 
| 378 Airport materials and equip- | Turkish State Airways 2, 601, 000 
ment. 
| 407-A_..| Railroad equipment.............| Republic of Turkey. aati mye 5, 397, 000 
407-B...| Electric power—steam Eti Bank. __-. é 302, 000 
407-C...| eae Sumer Bank ‘ 615, 000 
407-D do... oat thane tae 200, 000 
407-E_..| Railroad equipment... Republic ‘of Turkey 2, 502, 000 
407-F_..| Mining: Coal. . Eti Bank ; | 31, 000 
407-G Chrome and copper concentra- do.... | 648, 000 
| tors. | 
407-H...| Coal washer... ahi ..do- 140, 000 
407-1 | Electric power— —steam Sumer Bank | 117, 000 
407-K_..| Railroad equipment. Republic of we | 1, 131, 000 
407-L__.| Electric power-— steam. Eti Bank ‘ | 60, 000 
407-M Mining: ae do | 112, 000 
407-N ...| Electric equ »ment— paper mill_| Sumer Bank | 418, 000 
407-O...| Ship repair shops..... .. Republic of Turkey ---| 431, 000 
407-P_..| Mining: Coal........-..- : Eti Bank 104, 000 
407-Q | Railroad equipment aa ee of Turkey | 3, 713, 000 
407-R_..| Ship repair shops and arydock _ do. 4, 250, 000 
407-S_..| Railroad equipment. ...-.. ; ee. 2 . os | 1, 000, 000 
407-T Mining: Lignite Jevccccnccen) el Oe : 500, 000 
435. | Ship reconversion --- - - ...| Republic of Turkey - a | 7, 999, 000 
Total, 21 projects........-- Rises he  ccutpGdinieencssat: ee 
URUGUAY 
331 | Electric power—hydro. - nai = ey of Uruguay a ails 12, 000, 000 
333 Printing press_._........ ebitean leres Graficos Sur, 8. I ats i | , 000 
345 a construction... ......- Re ublic of Uruguay. : ae | 2, 295, 000 
454 --| Paper plant machinery-_......- Industria Papelera Uruguaya, 8. A. é 142, 000 
492-A___| Rallroad equipment............-. ~~ GE UPGIRET.... ccncnese , 2, 538, 000 
492-B SUES saidlics noses ism veilieesl rs sc cgcalanddiciekaad 321, 000 
NEIL... Saisie mecbedannaccncaces | 17, 375, 000 
VENEZUELA 
311 Printing press. _......--.-| National Paper & Type Co | 33, 000 
263 | Meat packing plant. . ....| Ganadera Industrial Venezolana, C. A. 198, 000 
270 Hotel construction. ........... Hotelera Venezolana, C. A............-- i 400, 000 
286 .| Agricultural machinery and | Banco Agricola y Pecuario. - dia 2, 500, 000 
equipment. | 
302 Housing development..--.._-.-- FE Oe pacnconssnnest 1, 999, 000 
340 Qi. =e John Griffiths Co., Inc........-- <sanmena 14, 000 
365-A_..| Hotel construction. - Hotel Tamanaco, os. | 2, 338, 000 
423 -| Breakwater construction mate- | 8 & S Construction Co. de Venezuela, C.A | 600, 000 
rials, equipment, and service. 
441 do. I I a meeimetiia 500, 000 
451... Electric power—diesel...........| C. A. la Electricidad de Caracas eats 1, 802, 000 
5 469. _.. Electric power—steam - - ....... ll iia i ening — 5, 052, 000 
{ 507 Cement plant expansion G. A. Venezolana de Cementos -| 4, 000, 000 
Total, 12 projects..........|.......------ | 19, 436, 000 
} YUGOSLAVIA | 
462-A___|(Rehabilitation—Matls., Eqpt., 
462-B...|} & Serv. for Coal and Non- Narodna Banka, the National Bank of | 
474._....|) ferrous Mines, and Misc. In-{} Yugoslavia... _. ; | 55, 000, 000 
484.__...|| dustries. | 
| 4 projects (these credits | 
now listed under No. | | 


i | 484 only). 
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=a Type Obligor Net amount 
MISCELLANEOUS-GENERAL 
re Miscellaneous... .............-- Rs sis ~...---45---0 5s eeenceed $4, 831, 000 
MISCELLANEOUS LATIN AMERICA 
iecuibioe Fountain pens.................. U. 8. Victor Fountain Pen Co-_-.............. 3, 000 
A ae —s rc kncbenennnt oa Premmting Frees Oo. .. - cccesectcncess- oa 
ekbesl hes Renbas Kees ceontepnceencsinnseeaehentpeswaseetnenetenssetehéavegacemeiial 108, 000 
OO os ot Seaeepetention equipment. international Telephone & Telegraph Corp. - 10, 000, 000 
ing ited tins omernn eiiicnn sails einnmaghhse—eliGumedmnaketsaeuaieeea . — 000 
.-----| Airport construction............| Pan American Airports Corp -_-.--..-.--.-.. , 00 
306_... in potrial, agricultural and mis- Special Bank 1 Bank Eapet Credit Wie ntteivnsste 3, 665, 000 
RE Telecomm ion equipment_. International Telephone & Telegraph Corp- -- 1, 687, 000 
ilkentne Aircraft equipment. _-_......__._. TACA Airways, 8.A.& TACA Sgvecy, Inc... 899, 000 
Seiistion A and equipment. ..____-- a RS a ara meusinsintitignnonhimadiininnotia 672, 000 
459_..... Machine tools...................| Amertool Services, Inc.................-...-.. 3, 387, 000 
Fisheaictlicn scan sitdelbicnnnsncnune Mashing Afilintes Trading Se ictittnssennualond 1, 519, 000 
eID. ircisinins oc cghcnsaiantinecdudbidpsdnebahuoanhahamanacantie 29, 518, 000 





Summary—Exzport-Import Bank net credits (excluding Defense Production Act 
credits and Economic Cooperation Act credits listed on pp. 15 and 16) 





Area Projects Net credits Percent 
RI cn ne ws iGinlch teste mabe linaoi scuisial ta eons negate tesco 83 $2, 353, 769, = 47.8 
=. Ss ubintete eka bctduGnnbgibtinns absnbbatadieheisieatpnhas ened 64 651, 892, 13.2 
Dae itigkndsas0tsceuchasceebalanek anoaamiiietiins 236 1, 570, 583° 000 31.9 
Others (Africa, Canada, Australia, Puerto Rico, miscellaneous 
Diucepnlibe’ -anvidiebavsscccbesdteskebinebianebaan’ 33 350, 529, 000 7.1 
OE GOR iia doin nica nnsedendteces een 416 4, 926, 773, 000 100.0 


Credits made with defense production act funds for strategic materials production 





a Type Obligor Net amount 
BRAZIL — 
DP-4!_.| Manganese ore production ._....| Industria e Comerico de Minerios, 8S. A....... $15, 000, 000 
CANADA 
pet. es eae I. . crecassasas Campbell Chibougamau acm, See ERA bot 5, 500, 000 
Legal ybdenite mining ........__.- Molybdenite Corp. of Canada, Ltd__.__..__.. 540, 000 
HAITI 
DP-1__.| Sisal production___.............. eee I I vo 6 iit nnccentnccndeamials 202, 000 
MEXICO 
DP-2___| Zine beneficiation __.........__.. ED PR Ts ix penser ccccnesantauinmnenl 338, 000 


NORTHERN RHODESIA 
DP-6...| Electric power for copper-cobalt | Rhodesia Congo Border Power Corp., Ltd__.. 22, 400, 000 
production. 


UGANDA 
DP-3._.| Copper-cobalt production ______- is DEN Ba ose nin encvericasidanins 7, 500, 000 
ian pone cis cclnaves cabnpicguind cub ubeeteciteiaiidineietahetainenae 51, 480, 000 








Spanish 


Type 
Cotton -- 
Fertilizer 
Tractors 
Equipme 
Wheat - - 
Coals.<; 
Railroad 
Mining ¢ 

Iron 

Sulf 

Tun 

Lea 


Electric 
Fertilize 
Floating 
Steam p 
Mining | 

Pot 

Lea 
Equipm 
Electric 
Oak sta 
Tinplat 
Equipm 
Steel pl 
Farm 
Ammon 
Agricul 


ae 
Do 


De 
De 
De 
Equipn 
Steel p 


Loans § 
Ecor 
coun 


















































STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 989 


Spanish credits administered by Export-Import Bank, using funds appropriated 
under Economic Cooperation Act of 1948, as amended 


Type Amount authorized 
CotG0h .2-< ceewcasceons wee eee eee neee — . ose 2 $5, 000, 000 
Fertilizer - caelibn 4 oo alee ps oc cle aah er adios 3, 500, 000 
Tractors and spare parts idee 0s i niches 3, 450, 000 
Equipment, machinery, etc., for manufacture of fertilizer_____- 700, 000 
Wh a kc eb he we cen ceen cekkenws uk fee walls Mat wg a oe ; 7, 250, 000 
ee eels wes oe ee so tncie owen salen oor ‘ 3, 500, 000 
DT Shc cP ween dain s waiwe des biden Selous _ 8, 263, 000 
Mining equipment: 

Pes the tee. =~ . Sr er nian i 200, 000 

Sulfur and copper- - - - -- aie ; = sia is a 1, 220, 000 

am «sa een ae wire Seance ne stale a 230, 000 

ON as + nas 56a ie nieene ee cus eile bse dbo aeea 164, 000 

Bs atk a Bianiiwen << ieee ad ps aia agk amr ise dade « 1, 425, 000 
Electric power --.--.------- sae Gasdh dai! Xa bp whee bala ated iain obs se badibhgss 2, 400, 000 
Fertilizer and steel plants_________-.-..------ chan AE 6, 000, 000 
Floating powerplant - - - - -- a Ge Ma da alge bh Sac Dees ie SEE ae 728, 000 
Dee BN ais Sette fb + 6 hae bn cine eens annunoeenh 973, 000 
Mining equipment: 

POMMGs ibe se ows he ~ sche nin t= an Cee he Ate betas 1, 500, 000 

er a a eed estar wise it cbdeare 92, 000 
Ramones Tet me werent... =... 6 ee sec cccennws cali 650, 000 
Electrical equipment- ------- e's sleikiatiptalin-iuasiakte die ma 2, 000, 000 
Oak staves_......---- Pe ee ed ehinteidda woe a pee 500, 000 
T Ee. a sane co ++ ceeesen ; a ss segs a 2, 000, 000 
E quipment for powerplant and mining - a an hae Real lew 1, 706, 000 
SORE Ne I ith Gee ibe s bake we wns nodebauebabee 375, 000 
Farm machinery and seed- ‘heaperss equipment =e be ceinay : 3, 000, 000 
Ammonium sulfate project._.____._.__ fs dkenccdwe aon 1, 840, 000 
on settee dhe otat ps tape: ETT E EE PEE * hone 150, 000 


Equipment for food processing. .............-.-----.---- oni 150, 000 
RG ONE CU cde tak, tela wile cnn codes can ooew aden 500, 000 


Rs Sia ihe i ie ak chai wnt Gettin nae 62, 450, 000 
Loans and credits administered by Export-Import Bank under the 
Economic Cooperation Act of 1948, as amended, for other 
Ss ae daite . . ook cn lcs, ban ne eneewecn we 1, 509, 047, 000 


I i Ce ee be ae 571, 497, 000 


Mr. CuarrMan. That also covers the International Bank? 

Mr. Cass. Yes. 

The CuarrMAN. The red buttons are the Export-Import Bank and 
the yellow ones are the International Bank? 

Mr. Srampaven. That is right. That has been brought up to 
December 31. 

The Cuarrman. That will go into our record, too? 

Mr. SramBavuau. Yes. 

We have here some photographs of various projects. 
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The CHarrMaNn. That is all of the charts. I want to congratulate 
you folks on those charts. They are wonderful. You have put a lot 
of thought into them and study. We appreciate it very much. 

Mr. StamBauGu. This first pair of photographs shows the Altos 
Hornos steel mill in Monclova, Mexico (see p. 1017). 

The CuHarrMan. It might interest you to know that the general 
superintendent of that mine is a Fort Wayne man, a graduate of 
Purdue. 

Mr. StampavuGu. This is the cement mill in Brazil (see p. 1018). 
That is being operated by a subsidiary of Lone Star Cement. 

Here is the Sauzal hydroelectric plant near Santiago, Chile (see 
p. 1019). I think we saw that. 

These are a pair of photographs taken on the Vale Do Rio Doce 
Victoria Minas Railroad (see p. 1020). 

These are pictures taken of the Cerro De Pasco Co. mining operation 
in Peru where they mine copper at an altitude of 15,000 feet (see p. 
1021). This is a picture of the integrated steel mill at Volta Redonda, 
Brazil (see p. 1022). 

This is the highway that you cut the ribbon on, Senator (see p. 1023). 

The Cuarrman. Yes, we dedicated that while we were on our trip. 

Mr. StamBauau. These are pictures taken of locomotives and roll- 
ing stock sold to the Paulista Railroad in Brazil (see p. 1024). 

Here is another picture of the Bomi Hills Mine in Liberia. I don’t 
have that on my list (see p. 1025). 

This is the refinery at Cochabamba (see p. 1026). 

The CHarrMAN. We visited that. 

Mr. SrampavuGu. That is the irrigation dam and canal in Colombia 
(see p. 1027). There are two irrigation projects in Colombia. Those 
are pictures of one of them. 

This is the potable water system in Quito, Ecuador (see p. 1028). 

The CHarrMaAn. We saw that. 

Mr. StamBauau. Mr. Spence and I went up and made a thorough 
inspection. 

Here is the harbor development in Jeddah, Saudi Arabia (see p. 
1029). 

The CHarrRMAN. We did not see that. 

Mr. StamBaueH. No. Here is the Helmand River Valley project 
in Afghanistan, which is quite a large project (see p. 1030). 

Here is Steep Rock Iron Mines in Canada (see p. 1031). 

The CuarrMan. That is an open-pit mine. 

Mr. StamBavuau. Open pit alter draining a lake to get down to the 
ore. That is a source of supply of high-grade ore to take the place of 
the ore that has been exhausted in the Mesabi Range. 

This the fertilizer plant in Egypt (see p. 1032). 

The CuarrMAN. Those were films that were taken and presented 
to the committee. 

Mr. StamBauGu. They are for the purpose of using in your report. 

The Cuartrman. Without objection, I would like to place in the 
record the United States exports in 1952 and 1953. 

(The information referred to follows: ) 
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United States exports 
[Millions of United States dollars} 

1952 1953 
United States exports, including reexports.-........................----------------- $15, 191 $15, 747 
United States merchandise exports 15, 039 15, 626 
nici analdisdnasasdhnredindsebichbiobael suwosd-tatunaateae 1, 988 3, 504 
United States merchandise exports less military shipments. ......................._- 13, 051 12, 122 

I fb GRNS wakes bwkiccabdiiiteasatusbas scbigechanere aod 3, 431 2, 
eos Ca She ll dish rig A eas Godden Gan abd ed ably wre keebiniaeindaicenined 11, 608 12, 783 
Nonagricul tural export les Se NO i eda cenaceibasonssnatiuensenenadll 9, 005 8, 669 
United States ports less categories I and II 12, 436 11, 511 
Machinery and vehicles, Sonate type I special ca’ 4, 941 5, 391 
any and vehicles excluding special categories I and IT __ 3, 866 3, 949 
Ltda a poi eeihaie wince slnns Goh eaeantenienie deena 942 590 
Gotten ng owiinightbtelttaenbirh nes cnahededeghaiiions Giymdsimeesan 862 517 
Pee fon cuurnrsewanetvescennencnanetennaner=scestneeannoatrsvatbsocweckssovewsore 305 404 
I a a sn meneuinieilin 256 179 
Ace nee , excluding all special categories. _.__.._..............--.-.2-. 2. 608 643 
IN ion chibhbicndin dita sceditah nd pin cmsiincinlinnbins M41 138 
Tactore (excluding a ———— itn in pode etna cid ons waenascwnicedet 289 300 
os dda bubnidohunbabn 81 107 
Machine tools and motel- working as tie MIE nore 6 6. clan diee duianaanel 263 278 
Construction, excavating, and mining machinery._._........_..........-------.....- 504 486, 
_—————————— 
United States Pet I ON 0 in sna gon rss onanbeninss acne’ aihienclaaale 15, 191 15, 747 
MII IOI oon ck eke Na cide ined cdebes snvcc~<cebabess scan 2, 604 4, 115 
Total wenperis, excluding special octagatins pV eins anasb kien agains aiatndinini cages 12, 587 11, 632 
Canada_. 2, 796 2, 995 
3, 534 3, 095 
Bhi ini csc a thsi = Ads sobapeddod 3, 349 2, 868 
SR ctoip ulin he nlhieebbhin nwekne ne abitendin 2,113 1, 997 
227 173 
569 503 
15, 039 15, 626 
1, 982 1,625 
1, 369 962 
728 706 
1,619 1,423 
340 10, 909 


Note.—Special category type I includes exports for which no detail by commodity or country or destina- 
tion is given. It now includes certain classes of electrical machinery and apparatus, machine tools, and 
mili equipment. For type II special category commodity totals are given but no detail by country. 
Type II includes heavy-duty tires and tubes, high-grade aviation motor fuel, aviation and motor lubricating 
oil, certain radio equipment, heavy tractors, military motor fuel, aircraft, ammunition, some firearms, 
explosives, and 1 category chemicals. 


Source: De ent of Commerce—Foreign Commerce Weekly, Mar. 29, 1954; Business Information 
Service, Jan.- . 1953. 


Recent trends in world exports 
[Millions of United States dollars] 











First 3 quarters 
1952 1953 
1952 1953 
United States exports, including reexports__...........-..-..-.-- $11,394 | $11,904 | $15,191 $15, 747 
_— Stetes exports less military shipment... -....-._-._.-- ...| 10,048 9, 021 13, = 12, 244 





Source: Department of Commerce—Foreign Commerce Weekly, Mar. 29, 1954. 
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The Cuarrman. If there is no objection, I will put in the record at 
this time copies of questionnaires which were sent to economists, 
industry, banks, trade associations, farm associations, and labor 
organizations. 

(The questionnaires referred to follows:) 


THis QUESTIONNAIRE SENT TO DoMmeEstTic AND FoREIGN CORPORATIONS AND 
INDIVIDUALS 


GENTLEMEN: The Senate of the United States has adopted a resolution (S. 
Res. 25) which authorizes and directs the Committee on Banking and Currency 
to conduct a thorough study of the operations of the Export-Import Bank of 
Washington and the International Bank for Reconstruction and Development 
and their relationship to the expansion of international trade. 

It is my understanding that you have had contact with the Export-Import 
Bank and that therefore you are in a position to assist us in gathering information 
and opinion about the bank. As chairman of the Banking and Currency Com- 
mittee, may I respectfully suggest that you advise us as to the following: 

1. The nature or purpose of your contact with the bank. 

2. If you had correspondence with the bank, did you receive prompt and 
satisfactory replies? 

3. Have you ever applied for a loan from the Export-Import Bank? 

4. If so, has your application been granted or denied? Was it handled in a 
courteous and expeditious manner? 

5. If a credit was authorized was it administered by the Export-Import Bank 
in an efficient manner? 

6. Have you any specific complaints about the operations of the Export- 
Import Bank? 

7. Has the Export-Import Bank aided or failed in properly financing and 
facilitating the export-import trade of the United States? 

8. Has the bank assisted in developing and expanding the economy of foreign 
countries? Has it increased their capacity to purchase United States exports? 

9. Have you any suggestions for changes or alterations in the policy or opera- 
tions of the Export-Import Bank? 

10. Has the Export-Import Bank facilitated the expansion of international 
trade in the past, and if so, how can it more adequately expand it in the future? 

Please do not feel limited to the points mentioned above. If you have any 
further information you would like to make available, feel free to do so as it will 
materially assist in our study of the bank. 

If your answers concern matters that you feel are of a confidential nature, kindly 
note this in your reply as this study will be discussed in open hearings before the 
Banking and Currency Committee of the Senate of the United States. 

May I suggest that you send your comments to us as promptly as possible and 
indicate whether or not you would be prepared to ge in person before our 
committee and testify with respect to this matter. fe will notify you as to the 
hearing dates. 

Your considered attention to this matter will be very much appreciated. 

Sincerely, 
Homer CAPEHART. 


THis QUESTIONNAIRE Sent TO Domestic BANKS 


Gentlemen: The Senate of the United States has adopted a resolution (S. Res. 
25) which authorizes and directs the Committee on Banking and Currency to 
conduct a thorough study of the operations of the Export-Import Bank of Wash- 
ington and the International Bank for Reconstruction and Development and their 
relationship to the expansion of international trade. 

You recal] that the stated legislative purpose of the Export-Import Bank 
from its inception some 19 years ago to date is to aid in financing and to facilitate 
exports and imports and the exchange of commodities between the United States 
and other countries. The unchanging policy of the Congress has been that the 
Bank in the exercise of its functions should supplement and encourage and not 
compete with private capital, and that its loans generally should be for specific 
purposes and offer reasonable assurance of repayment. 

ur study of the Export-Import Bank will be greatly aided if you would give us 
your considered and frank replies upon the following: 

1. Has the Export-Import Bank been of assistance to clients of your bank? 
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2. Has it competed with private capital in your area? 

3. Has it taken business away from your bank and, if so, how and to what degree? 

4, Can the Export-Import Bank use the services of your bank more than in the 
past and, if so, how? 

5. What position has your bank taken with respect to term loans, i. e., where 
repayment exceeds a term of 6 months? 

6. Are you financing, without recourse, shipments to foreign countries payable 
over term periods? 4 

In cases where you have acted for the Export-Import Bank in the operation 

of credits has your compensation been — taking into consideration the 
risk factors involved, by the Export-Import Bank as a Federal agency? 

8. Have you participated with the Export-Import Bank in any of its loans 
without the latter’s guaranty? If so, was your experience satisfactory? 

9. Do you consider continuation of the Export-Import Bank’s loaning facilities 
essential in the interest of international trade? 

10. Has the Export-Import Bank facilitated the expansion of international 
trade in the past, and, if so, how can it more adequately expand it in the future? 

This questionnaire is being sent to a number of our principal banks engaged in 
foreign trade. The answers our committee receives will help us in our studies 
and — be kept confidential unless permission be given to use their contents 
openly. 

Your cooperation and early answer will be appreciated. 

Sincerely, 
Homer CAPEHART. 


Tuts QUESTIONNAIRE Sent TO Unitrep States Farm ORGANIZATIONS 


Dear Stir: The Senate of the United States has adopted a resolution (S. Res. 
25) which authorizes and directs the Committee on Banking and Currency to 
conduct a thorough study of the operations of the Export-Import Bank of 
Washington and the International Bank for Reconstruction and Development 
and their relationship to the expansion of international trade. 

You recall that the stated legislative purpose of the Export-Import Bank from 
its inception some 19 years ago to date is to aid in financing and to facilitate 
exports and imports and the exchange of commodities between the United States 
and other countries. The unchanging policy of the Congress has been that the 
bank in the exercise of its functions should supplement and ae and not 
compete with private capital, and that its loans generally should be for specific 
purposes and offer reasonable assurance of repayment. 

It is the aim of the bank to develop, examine, and appraise all of the ascer- 
tainable facts and circumstances that might affect a proposed loan, including its 
ae to the economic stability of the foreign country, and to make loans 
only for purposes which will improve the economy commensurately with the 
total costs to be incurred. Normally loans are limited to the amounts required 
for the acquisition of products and services of United States manufacture or 
origin. The maximum obtainable participation by private capital is sought in 
connection with each loan. 

The bank’s funds are drawn from the Treasury of the United States and are 
limited to $4% billion in use at any one time. 

Our study of the Export-Import Bank will be greatly aided if you would give 
us your considered and frank replies upon the following: 

1. In what ways has the Export-Import Bank aided the American farmer? 

2. In your opinion would the American farmer benefit from the continuance 
and expansion of the bank’s role in financing foreign trade, or from its discon- 
tinuance or restriction? 

3. Have the Export-Import Bank’s loans and loan policies been effective in 
financing and facilitating exports and imports and the exchange of commodities? 

4. Have these loans contributed to the expansion of sound international trade? 

5. Provided that it can be done on a financially sound basis—i. e., as a reason- 
able banking risk—should public funds be loaned for the ee of maintainin 
or expanding the international trade of the United States? If so, do you thin 
the following types of financing justified: 

(a) Exports of —— commodities? 

(b) Exports of United States capital goods? 

(c) Enterprises abroad for the production of imports needed by this country, 
for example minerals for stockpiling? 

6. Is it sufficient justification for the use of public funds as in 5 (6) above, that 
the orders would help keep United States industry and workers employed? 
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7. Should public funds be used for loans where the principal consideration is 
that of helping a foreign country get on its feet economically and thus become a 
better market for United States products? 

8. If you consider financing justified under the conditions of 5 (a) and 5 (6) 
above—would it alter your opinion if the product of the enterprises abroad would 
be competitive with United States production? Would it remove your objection 
if the enterprise produced only for domestic consumption in the foreign country 
and not for export? 

9. What part should the Export-Import Bank play in such a loan policy? 
Should it be the sole independent agency in the United States for such purpose? 

10. If you do not believe public funds by way of Export-Import Bank loans 
should be used to maintain or expand our foreign trade, have you alternative 
suggestions? 

11. Have you any suggestions whereby the Export-Import Bank can more 
effectively expand our international trade, be of greater aid to the American 
farmer, and help equalize the economic imbalance in world trade? 

This questionnaire is being sent to a number of farm organizations. The 
answers which our committee receives will help us in our studies and will be kept 
confidential if the respondents so desire. 

Your cooperation and early answer will be appreciated. 

Sincerely, 
Homer CAPEHART. 


THIS QUESTIONNAIRE SENT TO UNitTEeD States LABOR ORGANIZATIONS 


Dear Sir: The Senate of the United States has adopted a resolution (S. Res. 
25) which authorizes and directs the Committee on Banking and Currency to 
conduct a thorough study of the operations of the Export-Import Bank of Wash- 
ington and the International Bank for Reconstruction and Development and their 
relationship to the expansion of international trade. 

You recall that the stated legislative purpose of the Export-Import Bank from 
its inception some 19 years ago to date is to aid in financing and to facilitate exports 
and imports and the exchange of commodities between the United States and 
other countries. The unchanging policy of the Congress has been that the bank 
in the exercise of its functions should supplement and encourage and not compete 
with private capital, and that its loans generally should be for specific purposes 
and offer reasonable assurance of repayment. 

It is the aim of the bank to develop, examine, and appraise all of the ascertain- 
able facts and circumstances that might affect a proposed loan, including its im- 
portance to the economic stability of the foreign country, and to make loans only 
for purposes which will improve the economy commensurately with the total costs 
to be incurred. Normally loans are limited to the amounts required for the 
acquisition of products and services of United States manufacture or origin. The 
maximum obtainable participation by private capital is sought in connection 
with each loan. 

The bank’s funds are drawn from the Treasury of the United States and are 
limited to $4% billion in use at any one time. 

Our study of the Export-Import Bank will be greatly aided if you would give us 
your considered and frank replies upon the following: 

1. In what ways has the xport-Import Bank aided United States labor? 

2. In your opinion would United States labor benefit from the continuance 
and expansion of the bank’s role in financing foreign trade, or from its discon- 
tinuance or restriction? 

3. Have the Export-Import Bank’s loans and loan policies been effective in 
financing and facilitating exports and imports and the exchange of commodities? 

4. Have these loans contributed to the expansion of sound international trade? 

5. Provided that it can be done on a financially sound basis—i. e., as a reason- 
able banking risk—should public funds be loaned for the purpose of maintaining or 
expanding the international trade of the United States? Ifso, do you think the 
following types of financing justified: 

(a) Exports of agricultural commodities? 

(6b) Exports of United States capital goods? 

(c) Enterprises abroad for the production of imports needed by this country, 
for example, minerals for stockpiling? 

6. Is it sufficient justification for the use of public funds as in 5 (6) above, that 
the orders would help keep United States industry and workers employed? 

7. Should public funds be used for loans where the principal consideration is that 
of helping a foreign country get on its feet economically and thus become a better 
market for United States products? 
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8. If you consider financing justified under the conditions of 5 (a) and 5 (b) 
above, would it alter your opinion if the product of the enterprises abroad would 
be competitive with United States production? Would it remove your objection 
if the enterprise produced only for domestic consumption in the foreign country 
and not for export? 

9. What part should the Export-Import Bank play in such a loan policy? 
Should it be the sole independent agency in the United Btates for such pu ? 

10. If you do not believe public funds by way of Export-Import Ban loans 
should be used to maintain or expand our foreign trade, have you alternative 
suggestions? 

11. Have you any suggestions whereby the Export-Import Bank can more 
effectively expand our international trade, be of greater aid to United States labor 
and help equalize the economic imbalance in world trade? 

This questionnaire is being sent to a number of labor organizations. The 
answers which our committee receives will help us in our studies and will be kept 
confidential if the respondents so desire. 

Your cooperation and early answer will be appreciated. 

Sincerely, 
Homer CapeHART. 


The Cuarrman. If there is no objection, I will put in the record a 
cross section of letters responding to these questionnaires. 

If there is no objection, I will also put into the record a tabulation 
of — to those letters which has been prepared by the committee 
staff. 


(The documents referred to follow:) 
DOMESTIC CORPORATIONS 


AmERICAN Car & Founpry Co., 
New York 8, N. Y., October 5, 1958. 
Hon. Homer Capenanrt, 


United States Senate, Committee on Banking and Currency, 
Washington, D. C. 

Dear’Sir: We have given careful thought to your letter of September 3, 1953, 
in which you asked us to give you certain facts and opinions about our relation- 
ship with the Export-Import Bank of Washington. This has initiated consider- 
able study and analysis on our part, as we feel that the Export-Import Bank has 
been a very important aid to export business and to the ability of certain countries 
— necessary railroad equipment to keep their transportation systems in 
order. 

We are primarily engaged in the business of manufacturing railroad rolling 
stock and spare parts therefor. Over many years we have sold substantial 
quantities of this equipment to the various countries of South America. In order 
to keep such equipment operating efficiently, these countries depend upon our 
company for supplying spare parts. During the last war, we were unable to 
devote any of our productive capacity to such equipment, and as a result, the 
need for new railroad pangmest and s parts in the postwar period was acute. 

Since 1945 the Export-Import Bank has financed sales of our equipment to 
Mexico, Ecuador, Chile, and Colombia. All loans were arranged directly by the 
countries involved, and our dealings with the Export-Import Bank in this con- 
nection were merely to ascertain if the money was available to pay for the equip. 
ment upon completion. At all times our dealings with the Export-Import Bank 
have been on a most satisfactory basis, and we have been extended every courtesy 
from their officers and representatives. It is our impression that the Export- 
Import Bank has been run with an efficiency equivalent to that of any of our Be 
commercial banks. We feel, however, that the operations of the bank could 
improved by certain changes in its rules which would recognize certain realities 
of the American manufacturer’s export problems. 

The majority of the products exported by our company are of special design 
for which no general market exists. The period of construction may take as 
long as 1 year. It is, therefore, our custom to secure irrevocable letters of credit 
from foreign customers to guarantee we shall be paid upon completion of con- 
struction and delivery. In those orders which have been financed by the Export- 
Import Bank we have been unable to obtain such security from the bank or a 
letter of guaranty from the bank that they would pay for the equipment when 
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completed. We have been forced to ask the customer to establish letters of 
credit or their equivalent with another bank to cover the products or take a risk 
we are not prepared to do. In fact the Export-Import Bank has warned us on 
occasion that our customers appear to have overcommitted themselves in their 
purchases against a given credit. 

We believe that the Export-Import Bank should be allowed to issue letters of 
credit or their equivalent to American manufacturers exporting equipment to be 
financed by an Export-Import Bank loan, definitely earmarking such funds to 
the manufacturer’s product upon completion. This is a common practice among 
our larger commercial banks, such as the Chase National Bank of the city of New 
York, the Guaranty Trust Co., of New York, the National City Bank of New 
York, and the Bank of America, NTSA, of California. It is logical that is is an 
essential part of export banking. 

Our second suggestion is one which would make the Export-Import Bank more 
useful for the American manufacturer and for the foreign customer. It is our 
understanding that the Export-Import Bank was set up for the purpose of supply- 
ing credit to foreign countries for purchases in the United States when such credit 
was not available from the normal commerciai banking sources in this country. 
In the past 2 years, American manufacturers have been losing a good deal of their 
foreign market because deferred terms of payment or time financing for such 

urchases were not available through normal commercial banking sources in the 

Inited States. A recent survey by this company of the major banks and insurance 
companies in New York City brought out the fact that it was the present policy 
of these institutions not to make loans to foreign governments or businesses except 
for very short periods and then only in a relatively few countries. This is par- 
ticularly true concerning South American and Latin American countries. With 
the buildup of the European production facilities, we are faced with the loss of 
business not as much through a competitive situation as the fact that due to 
dollar-balance problems, many countries buy railroad equipment where the terms 
of payment are most lenient. Our competitors in Europe are in many cases able 
to offer South American customers equipment with a relatively small down pay- 
ment and 5 or more years to pay the balance at 6 percent interest rates. The 
European manufacturer, in order to obtain business, approaches and gets from 
his government a commitment to carry or guarantee such loans. They then offer 
to the customer, who has requested a bid on the equipment, a package deal. In 
order to compete with this, we have had occasion to ask the Export-Import Bank 
on particular bids whether they would be willing to grant similar terms to a foreign 
government in conjunction with the purchase of equipment in this country. We 
have been informed that it is against the policy of the Bank to grant any form of 
loans unless requested by the foreign country concerned. We feel very strongly 
that the Export-Import Bank should be able to offer loans or guaranty of loans, 
provided it is satisfied with the credit of the country and the need for the equip- 
ment, upon request by the manufacturer, so that the manufacturer in offering the 
sale of his merchandise can assure the client as to the availability of dollars. At 
present all we can do is to give the country concerned a quotation on our product 
and tell them they must first request a loan from the Export-Import Bank if they 
want deferred terms of payment. Faced with other bids that offer the package 
deal, the business often goes elsewhere without due consideration being given by 
the buyer as to the quality and price of the merchandise involved. This results 
not only in the United States losing such business and the related employment, but 
the buyer concerned getting in some cases an inferior product. 

I would be glad to appear in person before the committee if you feel I could add 
anything that would be of advantage to the committee in its studies. 

Very truly yours, 
Joun F, Burpirt, 
Treasurer. 


AMERICAN & ForrErcn Power Co., INc., 
New York, N. Y., September 21, 1958. 
Hon. Homer E. CAprenart, 
Chairman of the Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Senator CApenart: I am pleased to respond to your letter dated 
September 3, 1953, in which you make certain inquiries concerning my contacts 
with the Export-Import Bank of Washington. For convenience of reference your 
inquiries are reproduced below, followed in each instance by my answers thereto: 

1. The nature or purpose of your contact with the bank. 


42493—-54—-pt. 218 
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I am vice president and chief financial officer of the American & Forei 
Power Co., Inc., located at 2 Rector Street, New York 6, N. Y. Subsidiaries of 
company su ply electric and other utility services in 11 countries in Cuba, Mexico, 
Central an uth America. As a result of the extensive development of 
countries following the end of World War II our subsidiaries were faced with an 
unprecedented demand for the utility services which they supply. The funds 
required for the necessary construction far exceeded the financial resources of the 
system and it was impossible to finance privately the full dollar requirements 
because of the unpopularity of Latin-American investments arising from the 
experiences of American capital in this area during the late 1920’s. Inasmuch as 
virtually all of the imported materials involved had to be procured in the United 
States, it was the feeling of my associates and mysel” that the Export-Import 
Bank, because of its statutory function to promote the export trade of the United 
States, might be of aid in financing a portion of the construction program of the 
subsidiaries having to do with materi urchased in the United States. 

2. If you had correspondence with the bank did you receive prompt and 
satisfactory replies? 

Most of my contacts with the bank have been in person or over the telephone. 
On the few occasions that correspondence has been involved the answers have been 
prompt and to the point, exhibiting in each instance a thorough knowledge and 
mature consideration of the matter at issue. 

¥ 3. Have you ever applied for a loan from the Export-Import Bank? 

es. 
4. If so, has your application been granted or denied? Was it handled in 
@ courteous and e itious manner? 

American & Foreign Power Co., Inc., has filed with the Bank on behalf of its 
subsidiaries some 10 applications. The first, a credit of approximately $8 million 
for 8 Brazilian subsidiaries was granted in 1948. Approximately $6,400,000 was 
drawn down on a 10-year basis. As of this date $2,443,000 or 38 percent has been 
repaid. A second series of applications involving approximately $73 million were 
filed in 1950 covering a portion of the United States materials involved in the con- 
struction programs of subsidiaries operating in Brazil, Chile, Cuba, Guatemala 
and Mexico. Of these, a $12 million credit for Cuba was granted in 1951, anda 
$41 million credit for Brazil was granted in 1952. The other three applications 
had been made contingent upon certain actions to be taken by the countries in 
which the companies operated to insure the availability of the local currency con- 
struction requirements and earnings sufficient to service the loans. The Bank 

to these conditions and as a consequence of their not having been met to 
date the applications have not been further processed. During 1952 and 1953 a 
later series of applications involving approximately $30 million for Cuba, Costa 
Riea, Ecuador, and Panama were filed. While no formal action has been taken 


ue the Bank with st to these latter applications, we have been assured by 
oo cials of the Bank t we can consider that a commitment on these loans has 
n made 


As chief financial officer of the Foreign Power System which has consolidated 
assets of nearly a billion dollars and annual gross operating revenues of almost 
$200 million I have had very extensive contacts over the years with many of the 
largest financial institutions in the United States as well as with many Govern- 
ment departments. In all of my dealings with the Bank not only have the 
officials and members of the staff exhibited a degree of courtesy equal to any that 
I have experienced but their technical competence and ability to comprehend and 
resolve complex problems into their elements has been outstanding. In my opin- 
ion the officials and members of the staff, with whom I have dealt, compare favor- 
ably with the corresponding personnel of the private banks and financial institu- 
tions I have come in contact with. I believe it also appropriate to mention the 
ee experience of finding people willing to work long hours of overtime and 
olidays when necessary on many occasions in an effort to shorten the time re- 

quired to green loan applications. 
5. If a credit was authorized was it administered by the Export-Import 

Bank in an efficient manner? 

In this connection I believe that the agreements which we have signed with the 
bank compare favorably with similar loan ments which we have tiated 
with private banks in respect to the comprehension of the financial prob ems in- 
volved and in the adequacy of the safeguards inserted at the bank’s insistence to 
protect the Government’s interests. Furthermore, in every instance the bank has 
insisted upon writing into the loan agreements provisions covering the submission 
of prompt financial and construction reports so that the staff members assigned 
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to supervise the loan would be fully informed as to the current status of the work 
and its conformity with the agreement. On occasion, when questions of interpre- 
tation have arisen and discussions were necessary, my associates and myself have 
found that the staff members of the bank are as well informed concerning our 
affairs as we are which indicates that an active study of the loans and the surround- 
ing circumstances is constantly in progress. 

6. Have you any specific complaints about the operations of the Export- 
Import Bank? 

No. 

7. Has the Export-Import Bank aided or failed in properly financing and 
facilitating the export-import trade of the United States 

In responding to this item P elieve a few figures gleaned from our operations 
will be helpful in illustrating the magnitude of the impetus given to the export 
trade of the United States resulting from the credits extended to us by the bank, 
The construction program of our system in the postwar years to the end of 1952, 
only a small although a very important portion of which was financed by the bank, 
has resulted in the exportation from the United States of electrical equipment, 
accessories, appliances and other materials in the estimated amount of some $100 
million. Surtherinase, the construction program currently under way, for which 
the later credits which have been granted are indispensable, will increase the 
generating capacity of the Brazilian subsidiaries by 65 percent and that of the 
Cuban subsidiary by 57 percent which in each case far exceeds what was done in 
the period 1946-52. It is obvious that the United States’ exports consisting of 
those materials directly required for the construction program and the other 
products, the demand for which will be stimulated by the availability of large 
additional blocks of power, will be substantially greater than in the past 7 years. 

The credits granted by the bank to the Foreign Power System represent a rather 
small percentage of the bank’s activities. If its other loans have produced any- 
where near the same effect upon the export trade of the United States as they will 
in our case, the aggregate aid to the export trade of the United States must neces- 
sarily be very substantial. 

8. Has the bank assisted in developing and expanding the economy of 
foreign countries? Has it increased their capacity to purchase United 
States exports? 

Electric power usage has been described as an accurate measure of the relative 
level of the standard of living and economic development of a particular area or 
country. Total electric usage in our territory which represents an almost com- 

lete cross section of the Western Hemisphere with the exception of the United 
States and Canada has risen 70 percent since 1945; average residential usage has 
increased 62 percent; and customers approximately 41 percent. Along with this 
growth the foreign commerce of Latin America has grown from $5,300 million 
annually in 1929, 36 percent of which was with the United States, to $14 billion 
annually in 1952, over one-half of which is with the United States. Our part in 
this economic development has been large; so far as our activities are concerned 
its current phase could not have been possible without the aid of the Export- 
Import Bank and again relating the bank’s part in our situation of the total 
credits which it has granted, I feel that the only reasonable conclusion that can be 
drawn is that the bank, by assisting in the development and expansion of the 
economies of foreign countries, has enormously increased their capacity to pur- 
chase United States exports. 

9. Have you any suggestions for changes or alterations in the policy or 
operations of the Export-Import Bank? 

Before discussing any suggested changes or alterations in the policy or operations 
of the Export-Import Bank it is necessary to compare certain aspects of the 
developmental financing operations of the Bank with the corresponding activities 
of the International Bank for Reconstruction and Development. 

While I have no desire to minimize the important contribution that has been 
and is being made by the World Bank in the development of the so-called under- 
developed areas, it appears to me that there is inadequate recognition on the 
part of the United States as to the harmful effects on United States business and 
governmental interests of the possible withdrawal of the resources of the Export- 
Import Bank from this field because of the assumption that the gap so left can 
and will be filled by the World Bank. 

As an international institution deriving its capital and loan funds from all 
over the world, the World Bank influences its borrowers to obtain the materials 
purchased with the proceeds of its loans through international competitive bidding. 
rather than in United States markets. On the other hand, the Export-Import 
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Bank’s policy is to finance only the exportation of materials of United States 
origin carried in United States ships. 
rther, because of its worldwide sponsorship the World Bank cannot be 
expected to serve as an instrument of American foreign policy, whereas the 
E ee Bank, capitalized entirely with United States Government funds 
staffed wholly with United States nationals, is in an ideal position to assist 
in earrying out the foreign policy of the United States Government. 

At the present time virtually every highly industrialized country with which 
American industry competes for export business, either subsidizes or in some 
fashion supports a national financial institution for the purpose of enabling its 
manufacturers and exporters to extend liberal credit terms. Outside of the 
Export-Import Bank, no such institution exists in this country and, if American 
export business is to survive in the face of this competition, it is essential that 
there be maintained in the United States a similar facility to which American 
business can turn for aid in financing the development of American business and 
exports abroad. It will be of interest to your committee that in connection with 
the construction program of our largest individual subsidiary company, foreign 
interests have approached us concerning the sale of equipment on very liberal 
terms. They were able to offer these advantageous terms solely because of the 
arrangements that were in effect in their country whereby the government in 
conjunction with the banks underwrites the credit risks involved. 

By the terms of its charter the World Bank cannot extend credits to a private 
company, regardless of the merits of the proposal, unless the member government 
or its central bank guarantees the credit. This requirement must inevitably 
result in the withdrawal of private investment capital from many foreign fields 
if the World Bank is the only source of capital, since private companies will 
either find it impossible to secure such guaranties or may deem it inadvisable 
even to apply for them in the light of the possible effects upon the control of their 
affairs which may result. 

In view of the above, in my opinion, it is essential that the bank be maintained 
as (1) a vehicle for the facilitation of the export trade of the United States, and 
(2) as an instrument of the foreign policy of the United States. 

It is my understanding that the current deliberations as to possible changes 
in the policies and operations of the Export-Import Bank arise from the concern 
of the Treasury with respect to the current imbalance in the cash budget of the 
United States. As a business whose major problems have virtually all stemmed 
from the currency declines of the countries in which we operate as a result of the 
inflationary fiscal practices adopted in these countries we believe that this attitude 
of the Treasury is to be commended. 

It is pertinent to note, however, that the budgetary techniques employed by 
the Government make no distinction between loan outlays or self-liquidating 
capital expenditures and current operating expenditures for routine day to day 
functions. Similarly no distinction is made between loan repayments or recei 
from selfliquidating capital expenditures and tax or customs revenues designed to 
pay for the current operation of government. The necessity for the continued 
existence of the bank in its present form is far too important a matter to allow the 
ultimate decision to be influenced by the method of accounting used. One way 
to avoid the influence of fhe bank’s operations on the cash budget of the United 
States would be to divorce the question of the bank’s future operations and policies 
from the present accounting aspects of the budget by allowing the bank, subject to 
congressiona! direction and periodic review and to the necessity of providing a 
reasonable annual return to the Treasury on the Government capital heretofore 
furnished to the bank, to use its future receipts, consisting of loan repayments and 
interest, as a revolving fund. In this manner the operations of the Bank in the 
future, while continuing to facilitate the exports of the United States and to 
inant the foreign policy of our State Department, would no longer affect the 
cash budget of the Government. 

If for policy reasons it should be decided to maintain the present budgetary 
practice and it should also be decided to sharply limit the amount of credits which 
the Export-Import Bank may obligate itself for because of the Treasury’s concern 
for the maintenance of a balance between cash income and outgo, steps should te 
taken to encourage private United States capital to expand its operations abroad 
by permitting the bank to utilize fully its present authority to guarantee for a 
fee sound credit risks embarked in foreign operations. I have explored this sug- 
gestion with a number of private financial institutions which do not extend c 
at present on foreign risks and I have been informed that they would be 
to undertake such commitments on the basis of a guaranty by the bank. Since 
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the bank has always limited itself to good credit risks and would presumably 
continue to do so, the probable effect would be to produce a net cash return to the 
Treasury from the bank’s activities while at the same time maintaining the flow 
of American investments and exports abroad which is so essential to our national 
prosperity. 

10. Has the Export-Import Bank facilitated the expansivn of international 
trade in the past, and if so, how can it more adequately expand it in the 
future? 

In my opinion the foregoing answers clearly indicate that the Export-Import 
Bank has facilitated the expansion of international trade in the past and I believe 
that the answer to question 9 above is the way to adequately expand such trade 
in the future. 

In view of your request to submit such further information as I have available 
I am enclosing herewith a booklet describing the part played in the economic 
development of Latin America by American & Foreign Power Co., Inc, Under 
certain of the headings the role of the Export-Import Bank in this development is 
described and discussed. I believe that the material should be of aid to your 
committee in your current studies. 

I believe that the committee may be also interested in a few aspects of our 
business which show that the role played by the Export-Import Bank in financing 
& portion of our program is beneficial to the United States economy in many ways. 

In the first place as a “wr of electrical energy we do not produce any product 
which is competitive with United States industry. Insofar as we further the 
economic development of the countries in which we operate their ability to increase 
their purchases of United States goods is enhanced. This is in addition to the 
direct and indirect effects upon United States exports of materials used in the 

eneration, transmission, distribution, and consumer utilization of electric energy. 

urthermore, installation of long-lived capital equipment leads to major repair 
and replacement parts business in the country of origination over a long period 
as well as related new business. 

Since we are not dealing with grants but loans, the ultimate net effect of the 
Export-Import. Bank’s assistance to us is a return in the form of principal and 
interest of substantially more than the amount of the loans over a period of time. 
Interest rates on the loans currently outstanding are 414 percent. In addition, 
although the system operates entirely outside the United States, large amounts of 
tax revenues to the United States Treasury result from our activities. _Durin 
the current year our United States income-tax accruals are in excess of $1,500,00 
and distributions of interest and dividends, which are subject to United States 
income taxes, in the hands of recipients who are United States citizens, are ex- 
pected to be in excess of $10 million. 

While difficult to measure in strictly monetary terms it is also important to 
the United States economy that we are exporters of American technical know-how 
and personnel, Since the training and education of our people is primarily 
American, it is only natural that they and the local people who work for them tend 
to “buy American” and ‘“‘think American,’”’ With the worldwise ideological struggle 
that is now taking place, the resulting favorable political effects to the United 
States are in my opinion very important. 

While the bank has been of great aid in the recent past to our subsidiaries in 
helping them to finance a portion of the United States materials required for 
their expansion programs and is expected to play a somewhat greater part in the 
immediate future, we would like to stress that it is not our intention to continue 
our financial dependence upon the bank. We are working hard to establish local 
capital markets for the securities of our subsidiaries in the countries in which 
they operate and to develop private United States capital interest in the securities 
of the parent company. If we are successful in these endeavors and if foreign- 
exchange conditions improve to a point where there is relatively free currency 
convertibility, we would expect to be in a position to finance ourselves. However. 
even if we reach that goal, we would still be of the same opinion as is expressed 
above concerning the vital necessity for continued existence of the bank in much 
the same form as at present. 

I do not feel that confidential treatment of my answers is at all required and 
I am prepared to appear before your committee to testify with respect to these 
matters if you so desire. 

Very truly yours, 

American & Foreign Power Co., INo., 
By Wii11am B. Srarrorp, Vice President. 
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American Locomotive Co., 
New York, N. Y., September 28, 1958. 
Hon. Homer E. Capenart, 


hairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Senator Capenart: The delay occasioned in answering your letter of 
September 3 has been caused by the desire of the American Locomotive Co. to 
carefully study this matter and our reluctance to reply until we had the correct 
facts as we see them with regard to the operation of the Export-Import Bank of 
Washington and the International Bank for Reconstruction and Development 
and their relationship to the sion of international trade. 

The American Locomotive Co. has had considerable contact with the Export- 
Import Bank and the personnel ma g the bank ote the years of its oper- 
ation. All of our dealings with the Export-Import Bank have been most pleasant 
and efficient. 

We are glad to reply to the questions included in your letter referred to above 
and you may consider this letter as also replying to your same letter which was 
eacenrnt to Mr. W. G. Lockwood, of our Washington office, which was referred 

me. 


1. Question. The nature or purpose of your contact with the bank. 

Answer. To help finance the purchase of steam, and latterly, diesel-electric 
locomotives for use in foreign countries. 

2. Question. If you had correspondence with the bank did you receive prompt 
and satisfactory replies? 

Answer. We have always received prompt and ne replies. 

3. Question. Have you ever applied for a loan from the Export-Import Bank? 

Answer. Yes. 

4. Question. If so, has your application been granted or denied? Was it han- 

in a courteous and expeditious manne1? 

Answer. Some applications were granted and some denied but all were handled 
in a courteous and expeditious manner. 

5. Question. If a credit was authorized was it administered by the Export- 
Import Bank in an efficient manner? 

swer. Yes. 

6. Question. Have you any specific complaints about the operatioons of the 
rt-Import Bank? 
wer. No. 

7. Question. Has the Export-Import Bank aided or failed in properly financing 
and facilitating the export-import trade of the United States? 

Answer. Aided. Aside from the promptness, efficiency, and courtesy of the 

k’s personnel, however, there seems to have arisen on the part of the bank 
within the more recent past a tendeney to refer our requests for assistance in 
financing and facilitating our export trade to the World Bank, where there is no 
eae for the pu of United States rts. 

. Question: Has the bank assisted in developing and expanding the economy 
of a countries? Has it increased their capacity to purchase United States 
exports 

Answer. Yes. 

9. Question. Have you any suggestions for changes or alterations in the policy 
or operations of the Export-Import Bank? 

Answer. We recommend that there be a reexamination of the policy of the 
Export-Import Bank, since in our opinion, the bank in following its present policy 
fone in its function to finance and facilitate the export-import trade of the 

tates. 

10. Question. Has the Export-Import Bank facilitated the expansion of inter- 
_— ; trade in the past, and if so, how can it more adequately expand it in the 
uture 

Answer. We believe we have answered this in item 9. 

We are keenly aware that in the years ahead it may become increasingly neces- 
sary to rely on foreign markets in order to enable us to utilize fully productive 
capacity, not only for diesel-electric locomotives but for various other products 
which we manufacture and for which we would have a world market if the 
could be financed. Needless to say the foundation for such business must be 
ee the present time and the Export-Import Bank can contribute materially 

this respect. 

We are prepared to appear in person before your committee and testify should 
it be necessary. 

Sincerely yours, 
Herman Press, Treasurer; 
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AMERICAN Mar Line, 
Washington, D. C., October 7, 1953. 
Hon. Homer CappeHart, 
United States Senate, Washington, D. C. 


Dear Sir: I have given your letter of September 18 on the subject of the 
Export-Import Bank of Washington and the International Bank for Reconstruc- 
tion and Development careful thought, and I am pleased of the opportunity to 
furnish the following observations. These will follow the order of the 10 points 
itemized by you. 

1A. My contact with the Export-Import Bank during the last 5 years has had 
reference to projects sponsored by this bank in far-eastern areas which resulted 
in movement of material from the United States and which material could be 
carried to its destination by the American Mail Line, Ltd., an American-flag 
steamship operator by whom I am employed. Through close contact with the 
bank, I have been able to obtain information which has been of assistance to our 
company in soliciting the movement of this freight. As an American-flag steam- 
ship operator, we have enjoyed fair consideration by the bank in the form of its 
regulations which have required that materials purchased with funds lent by the 
bank must be shipped aboard American-flag vessels. We consider this to be a 
proper regulation, since the activities of the bank must, in the final analysis, be 
considered as supplementary to normal commercial trade. Under normal com- 
mercial-trade arrangements, American-flag steamship operators would have 
reasonable opportunities for obtaining cargo bookings, but, unfortunately, through 
foreign governmental participation in projects, the result all too often is that 
American-flag steamship operators are discriminated against, unless they are 
protected to some degree by their own Government. 

1B. During the years 1946 and 1947, I was employed by the Chinese Nationalist 
Government making purchases and shipments to Nationalist China. These 
purchases were made under an Export-Import Bank loan, and it was my experience 
that the regulations and the officials of the bank were of actual and considerable 
assistance in the handling of these purchases and shipments. I found that the 
requirements of the bank in the operation of this loan were realistic and were kept 
ata minimum. On the other hand, I found that these requirements stimulated 
our activities toward even more careful and considerate investment of the funds 
in worthwhile expenditures. 

2. I have not had in recent years correspondence with the bank. 

3. I have not applied for a loan from the bank. 

4. Not applicable. 

5. See 1B above. 

6. I do not have any specific complaints about the operations of the Export- 
Import Bank. 

7. My immediate knowledge of projects sponsored by the Export-Import Bank 
has been limited to the loan made to the Chinese Nationalist Government referred 
to under 1B above, and, too, a hydroelectric project for the Philippines which 
was initiated by the bank in 1952. You will understand that it is difficult to assess 
in terms of facilitating the export-import trade of the United States the loan 
which was made in 1946 to the Chinese Nationalist Government, because of the 
changes which have occurred in China since that time. The loans made to the 
Philippines for purposes of hydroelectric development have not had sufficient 
time yet to prove their worth with regard to foreign trade, but I am convinced 
that this project will result in making available, for more productive purposes, 
petroleum products which previously were used for power production. This in 
turn means, of course, a higher level of activities within the Philippine Republic. 

8. See 7 above. 

9. I have no suggestions for changes or alterations in the policies or operations 
in the Export-Import Bank. 

10. I believe that the bank has facilitated the expansion of international 
trade in the past. I believe that the bank has filled a necessary vacuum which 
has resulted from unstable conditions throughout the world and as a result of 
which commercial credit has been unable to take the necessary risks involved in 
meeting the necessities of trade. I believe that there is available in the United 
States at this time a considerable quantity of private capital which is ready, 
willing, and able to undertake adventure overseas, subject only to reasonable 
stability within the foreign area and the opportunity of converting earnings into 
United States currency within the United States. I believe that the time may 
be approaching when the operations of the Export-Import Bank could be con- 
verted into aiding the conversion of profits from private investments into United 
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States curoeay within the United States. Through such an arrangement it 
— be possible for the bank to stimulate a much greater foreign investment 
and resulting United States foreign trade, but at the same time reduce its dollar 
operations. 

I thank you again for the opportunity of presenting the above remarks which 
are not to be considered confidential. If I can be of any further assistance to 
the committee either through correspendence or by personal appearance, please 
let me know. 

Very truly yours, 
AmeERIcAN Mart Line Ltp., 
E. T. Sommer. 





AmERICcAN UNton TRrANsport, INC., 
New York 4, N. Y., September 22, 1968. 
Hon. Homer E. Capenarr 


Senate Office Building, Washington, D.C. 

Dear Senator Carenart: As consultants to many large shippers here and 
abroad and as handlers of freight, particularly heavy industrial equipment, we 
are well placed to observe the trend of purchases of such equipment in many 
foreign countries in which industrialization is making progress, especially in 
South America. 

Our observations have led us to the conclusion that strengthening of the mee 
Import Bank of Washington, with certain modifications of their presént methods, 
is vital not only for the countries to whom credit is to be extended, but more 
particularly to the heavy industry of the United States. 

It is quite apparent to us that American producers of equipment such as railroad 
rolling stock, Pm for thermal and hydroelectric powerplants, steel mills, 
oil refineries and similar installations are losing ground rapidly in foreign markets. 

It is our observation further that this is due not so much to the question of 
pees but to the inability of our industry to extend long term credits needed by 
oreign buyers to enable them to finance their heavy programs of industrialization 
and modernization. 

It is, of course, well known to you and anyone else intimately connected with 
export from the United States that our commercial banks, due to their peculiar 
organization and capitalization, are not equipped to extend loans for long term 


investments abroad, except possibly on the basis of credit standing, and at the - 


risk of the producer here who in most cases may not be willing to shoulder such a 
burden for the number of years required. 

Thereagainst, commercial banks in Europe, many of which are directly inter- 
ested in certain types of industry, engaged in such financing before the war and 
have resumed this activity on a large scale, backed in many instances by systematic 
guaranties on the part of their government, thus eliminating the overwhelming 
part of the financial risk which may be involved, including the risk of conversion 
difficulties sooner or later. 

We can cite a list of very substantial orders recently placed by many South 
American countries in France, Germany and elsewhere. For example, a steel 
mill in Colombia under the leadership of the firm Fives Lilles in France, who have 
also just contracted a s mill in Bolivia; a steel mill in Peru; a series of heavy 
industrial plants in the State of Minas Gerais, Brazil, by Schneider Creusot of 
France; and about 150 coaches and pullman cars for Mexico purchased from 
Switzerland, France, and Germany; a smaller number of coaches from Switzerland, 
Belgium, and Germany for Chile; and in addition,600 knocked down freight cars 
for Chile supplied by France. All these projects were financed by the manu- 
facturers for terms up tu 7 years. 

The only similar sale privately financed by an American firm, so far as we are 
aware, is a project involving diesel electric locomotives to Chile supplied by the 
General Electric Co. 

French industry in particular, and we believe also the Germans, enjoy the 
oo, great psychological advantage of being able to offer these terms directly 

e users. 

As we understand it, there are two groups of French banks under the leader- 
ship, respectively, of the Credit Lyonnais and the Banque de Paris et Pays Bas 
who arrange the financing of various groups of industries engaged in the sale of 
heavy equipment. The banks in turn have suitable guaranties from the French 
Government insuring them against the losses which eh be incurred under such 
loans. (We may add that by the simple strategem of allowing the Bank of France 
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to pay an inflated rate of exchange for certain foreign currencies, export subsidies 
ranging from 20 percent have been paid for certain industrial equipment sold 
abroad in recent years.) 

To anyone familiar with the mentality of our friends to the south, or for that 
matter any of the nations, including those in Asia, now being industrialized, it 
must be perfectly obvious that the sale of equipment on terms of credit is con- 
siderably easier than the sale of goods in cash coupled with a loan extended by 
an institution like the Export-Import Bank as presently organized; and where 
in most instances it is necessary for the foreign borrower to travel to Washington 
to negotiate directly with the bank. 

The International Bank in Washington, quite properly, extends its loans solely 
on the grounds of industrial and financial soundness without regard to the source 
of the equipment to be furnished. In fact, if we are not misinformed, it appears 
that this bank is striving to favor the purchase of equipment in countries other 
than the United States; and further endeavoring to relegate the Export-Import 
Bank to the role of financing commodities rather than industrial products. 

It is well known that the initial sale of heavy industrial equipment has in its 
wake the supply of extensions and parts for many years to come which usually 
are furnished by the same sources. 

It appears essential, therefore, that large sections of industry in this country, 
participate in a fair percentage of the industrialization program abroad, particu- 
larly at a time when direct government purchases and foreign purchases financed 
by direct government aid are tapering off. 

For these reasons it appears to us that rather than restrict the Export-Import 
Bank in its functions, it should be built into a useful instrument to further Ameri- 
can export of heavy equipment which can only be sold on long-term credit which 
cannot be provided by the financial resources of the country in question. 

It is our belief that instead of extending such loans directly to the foreign insti- 
tutions and governments, the bank ought to be authorized to develop a program 
of discounting without recourse the loans of commercial banks, who in turn should 
be authorized to arrange long-term financing abroad at moderate rates of interest 
for projects which are considered worthy and sound. 

e thank you for the opportunity of expressing these views to you and are at 
your disposal for any information in our possession which might be of value to 
ou. 
% We are taking the liberty of sending a copy of this letter to Mr. Roy C. Ingersoll. 
Sincerely yours, 
AMERICAN UNION TRANSPORT, INC., 
E. Houzer, 
Executive Vice President. 


ARARIAN AMERICAN O1L Co., 
New York, N. Y., November 4, 1968. 
Senator Homer E. CapEnHart, 
Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Senator Cappnart: I wish to apologize for having so long delayed 
answering your kind letter to me dated September 3. 

My contacts with the Export-Import Bank, I believe, have been rather unusual. 
At the close of the war, the Arabian American Oil Co. was engaged in the building 
of a great refinery at Ras Tanura to supply petroleum products for war purposes. 
During the war period, we had advanced to the Saudi Arab Government some 
$10 million and we were putting somewhat over $50 million in this new plant. At 
the same time, because of the war restrictions, the Saudi Arab Government had 
been unable to purchase on the open market sufficient wheat, cloth, and other 
basic requirements for the population nor had it been able to acquire trucks, 
cars, and other means of transportation. The material that had been imported 
into the country had been imported through the good offices of the Middle East 
Supply Center which was an intergovernmental agency set up by the British and 
American Governments in Cairo. These were restricted by the requirements of 
the armies in the area. The Saudi Arab Government was anxious, therefore, to 
import from the United States $10 million worth of food, textile, and automotive 
products. They approached the Arabian American Oil Co., but all our funds at 
that moment were tied up in the development of the refinery. It was suggested 
that they appeal to the Besest-Eneent Bank and we indicated at the time our 
willingness to work with the bank on devices which would secure the loan. Asa 
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result, discussions took place between the Saudi Arab Government and the 
American Minister, Col. William A. Eddy, in Saudi Arabia, and the Export-Import 
Bank offered to make a loan to the Saudi Arab Government to be secured by the 
royalties from the Arabian American Oil Co. concession. When, however, the 
loan was discussed by the American Minister in Riyadh, it was turned down by 
the Saudi Arab Government on the basis that the Koran would nok peee’s the 
Government to pay interest. I was in Washington at the time and a number 
of meetings with the Export-Import Bank officials at which I expressed the 
opinion that it was too bad that this loan had failed on a technical point of this 
nature. I suggested that since I was leaving for Saudi Arabia shortly, I be per- 
— to go to Riyadh and explain to the King and his Ministers the nature of 

e loan. 

I went to Riyadh, taking with me Mr. F. W. Ohliger of our company, and had 
a very interesting session on two occasions with the King and explained to the 
King that the Export-Import Bank was lending money which originated from two 
sources— either directly from taxation of the people of the United States or from 
money borrowed from the 7 upon which the Government. of the United 
States itself paid interest. he loan would, therefore, involve the United States 
in the payment of substantial expenses which it was only fair, I thought, that the 
Saudi Arab Government should repay. I explained also that the loan would be 
limited to funds for the purchase of essential commodities for the welfare of 
Saudi Arabia. Further, I thought that it would have a political function in 
bringing the Saudi Arab Government closer to the United States Government. 
The King was very interested and said that he ho that a formula could be 
develo which the Saudi Arab Government could accept and he appointed a 
committee composed of the Minister of Finance, Abdullah Sulaiman, and two 
of the King’s counselors— Khalid Bey Abu al-Walid and Fuad Bey Hamza, Mr. 
Ohliger and myself to consider the matter. The King’s brother, the Amir Ab- 
dullah, and occasionally Prince Saud participated in the discussions which went 
on for several days. It was decided that I would be empowered to take back to 
the Export-Import Bank a formula which the Saudi Arab Government thought 
it could accept—that is that the cost of the loan to the United States Government 
would be incorporated in a repayment plan. As a result of this, the Saudi Arab 
Government borrowed $10 million to be paid back over a period of 10 years, the 
return payment to be $12 million. The difference between the principal and the 
repayment was accredited to the expense of making the loan. The formula 

opted was satisfactory both to the bank and the Saudi Arab Government and 
the loan was further guaranteed by an irrevocable letter from the Saudi Arab 
Government instructing the Arabian American Oil Co. to pay out of royalties 
accruing to the Government sufficient funds to the bank each year to cover the 
annual payment of $1,200,000. I believe that the loan has been almost com- 
pletely repaid and the bank tells me that it has been one of its most successful 
ventures. I might add that when the Minister of Finance came to sign the loan 
pe that no discussion of the terms took place with the exception of one item: 

he Minister wanted the list of products to be purchased extended so that the 
Saudi Arab Government could purchase agricultural machinery. The bank 
officials were most cooperative and greatly interested in the outcome of the whole 
procedure. The loan permitted Aramco, using its own somewhat restricted funds 
to go ahead and develop the oil necessary to pay the royalties needed to set the 
Saudi Arab Government on its feet and it is interesting to note that the production 
from the refinery helped the Navy greatly in coarying, out its magic-carpet opera- 
tions— returning the American troops to the United States. 

The only other connection Aramco ever had with the Export-Import Bank 
was in the case of a contract entered into by the Saudi Government with a 
cement company whose =e was based on the approval of a loan from the 
Export-Import Bank. Un ortunately, due to technical difficulties in Saudi 
Arabia the cement plant was never built and the loan was never made. The 
experience we have had with the Export-Import Bank has been satisfactory, 
but we have never ourselves applied for an export-import loan. The adminis- 
tration of the loan which we know about—the one mentioned above—has been 
carried out by the bank in an efficient manner and we have no complaints as 
to the operations of the bank. We believe that there may be good and sufficient 
reason for the bank to facilitate the financing of export-import trade with Saudi 
Arabia in the future, although we see no immediate needs. However, at the 

resent moment surveys are being made of resources of the country through 

AO and these may develop occasions upon which the Bank can be of great 
assistance. 
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As to the larger questions, Has the bank assisted in developing and expanding 
the economy of foreign countries? (question 8), we are not in a position to 
answer except in the specific cases we have mentioned above. We have, there- 
fore, no recommendation as to any important changes of policy in the Export- 
Import Bank. It is my personal impression that it is a good thing to have an 
organization of the Export-Import Bank type in Washington to facilitate the 
expansion of American trade abroad. The functions of such a bank are purely 
American and are not of the type as those of the International Bank which is 
interested in more general problems. Let me add that there is a shortage of good 
banking facilities in the Middle East and while the American banks here have 
correspondents in the area, there are no American branches at present operating 
in this area. In contrast, the British and French have a number of banks in the 
Levant States and these banks are constantly engaged in the fomenting of 
British and French trade. 

Sincerely, 
James Terry Duce. 


Tue Armco INTERNATIONAL Corp., Middletown, Ohio, 
New York N. Y., September 31, 1958. 
Hon. Homer E. CappHart, 
Chairman, Committee on Banking and Currency, 
Senate Office Building, Washington, D. C. 


Dear SENATOR CAPEHART: I am glad to have your questionnaire of September 
3, as we believe that the study you are making under Senate resolution (S. Res, 
po Bie most timely and important with regard to the future of our international 
trade. , 

Herewith are pence to your numbered questions: 

1. We have had contact with the Export-Import Bank as borrowers, and also 
as technical advisers to overseas projects wile hate requested loans from the 
Export-Import Bank. 

2. Our correspondence with the Bank has been dealt with promptly and 
satisfactorily. 

3. We have applied for a loan from the Export-Import Bank. 

4. Our application was handled in a courteous, efficient, and reasonably expedi- 
tious manner and was granted. 

5. The credit authorized was administered by the Export-Import Bank in an 
— satisfactory manner. 

6. We have no specific complaints about operations of the Export-Import 
Bank. On the contrary, our experience has indicated that the affairs of the Bank 
have been administered with an unusual efficiency, fidelity to the established 
objectives of the bank, and attention to our national interest. 

. In my opinion, the Export-Import Bank has aided most usefully in properly 
financing and facilitating the export-import trade of the United States. 

8. The bank has assisted in dovcening and expanding the economy of foreign 
countries thus increasing their capacity to purchase United States exports. 

9. I have no suggestion for radical changes or alterations in the policies or 
operations of the Svist-tcort Bank. I feel that it should give priority to 
private enterprise loans, but I recognize that situations exist wherein Government 
organizations constitute the most effective borrower for projects that can aid 
overseas economic development and United States foreign trade in connection 
therewith. 

10. The Export-Import Bank has facilitated the financing of international trade 
in the past and, in order to continue to adequately do so, in my opinion, it requires 
adequate funds and a high degree of autonomy. 

For over 40 years, I have been concerned with building the international 
business of the Armco Steel Corp., of Middletown, Ohio; first as export manager 
and later as executive of The Armco International Corp., which handles the 
international business of Armco Steel. 

During many of these years, I was acutely conscious of the fact that my British, 
German, and West European competitors were supported in effective manner by 
their national governments as compared with an attitude of seeming indifference 
or antagonism on the part of our own Government. The establishment of the 
Export-Import Bank brought a boost to the morale of American foreign traders, 
as well as the practical benefits outlined above. 
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In my opinion, it would be a serious error, with far-reaching and detrimental 
consequences, if either the finances or the independent scope of operations of the 
Export-Import Bank should be curtailed. 

would be pre to appear in person before your committee at the hearings 
which may be held on this subject. 
Yours sincerely, 
Tue Armco INTERNATIONAL CoRP., 
E. A. Emerson, President. 





Baupwin-Lima-HaMiLtTon Corp., 
Philadelphia, Pa., September 11, 1953. 
Hon. Homer E. CarrEnart, 
hairman, Commitiee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear SENATOR CaPEHART: It is a pleasure to reply to your letter of September 
8, 1953, asking for information on our relations with the Export-Import Bank of 
Washington. The numbered paragraphs which follow are in the same sequence 
as the ne raised in your letter: 

(1) Our contacts with the bank which have extended over the years since it was 
first established have been through personal discussions and correspondence with 
its official staff in seeking assistance in the financing of export business. As you 
may know we manufacture for export certain capital goods, including among 
others, locomotives, hydraulic pumps and turbines, and earth-moving machinery. 

(2) In correspondence with the bank prompt replies have been made to our 
letters; further, the officers of the bank have always made themselves available 
for discussion of our export financing problems. 

(3) We have made many applications to the bank for exporter’s credits, that is, 
participation by the bank in the ene and credit risk involved in deferred- 
payment terms to customers abroad through the bank’s purchase, without recourse, 
of a substantial (pepe of the credit instruments covering installments payable 
after shipment of the equipment. 

(4) In most instances our applications have been granted, and in every case 
the bank handled our request in a courteous and expeditious manner. When 
applications have been denied, full and satisfactory reasons for such action have 
been made known to us. 

(5) Administration by the bank of financing commitments made to us has 
uniformly been carried out in an efficient manner and over the many years of our 
toot there has been no instance of disagreement or misunderstanding. 

(6) We have no specific complaints about the operations of the Export-Import 


(7) In our opinion the Export-Import Bank has been a substantial aid in facilitat- 
ing export t of the United States. The financing by the bank has enabled us 
to take many large export orders, which would otherwise have been lost through 
our inability to accept the deferred terms of payment required by the customer. 

— — well enough informed to comment as to the bank’s activities in 
im trade. 

8) In our opinion the bank has assistend greatly in developing and expanding 
the economy of foreign countries and has increased their capacity to purchase 
United States exports. It is our understanding that this objective has been one 
of the important factors taken into account by the bank in consideration of 
rn) Woe for financing of exports. 

9) We have no suggestions for changes or alterations in the policy or operations 
of the bank as carried out up to this time. 

(10) As noted in our answer to No. 8, the bank has facilitated the expansion 
of international trade in the past and, we believe, can do so in an increasing 
———- continuing the policies and practices established over the years since 
it star operations. 

In addition to the substantial help the bank has given us through exporter’s 
credits, we have had a number of export orders for locomotives and other equip- 
ment on which full payment in cash upon shipment was made to us through loans 
provided by the bank to the Government or governmental entity making the 
pune To _ best of our knowledge, these purchases would not otherwise 

ve been possible. 

The financing provided by the bank has been unobtainable from commercial 
banks on a “without recourse” basis because of the credit risk and/or the dollar 
exchange problems involved. 
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We do not feel that the above information is of a confidential nature. If helpful 
to you, I would be glad to appear in person before your committee. 
Respectfully yours, 
H. D. Humpureys, Treasurer. 


Barrett TRANSPORT, INC., 
New York 4, N. Y., September 23, 1958. 
Senator Homer CapEenart, 
United States Senate, 
Washington, D. C. 


HonoraB_eE S1r: This will acknowledge your letter of September 18, 1953, 
referring to your contemplated study of the operations of the Export-Import Bank 
of Washington and the International Bank for Reconstruction and Development. 

Since January 1950, we have enjoyed relations with the Export-Import Bank. 
We are pleased to provide you with any information in our possession that might 
be helpful in your study. We are listing below our replies to the specific questions 
raised in your letter. 

1. Our contact was established through our appointment as shipping agents 
for material purchased with the proceeds of the several loans made to Yugoslavia 
by the Export-Import Bank. 

2. Because of the thorough manner in which the Yugoslav loans were super- 
vised by the Export-Import Bank, our correspondence with the bank was limited. 
Whenever we have corresponded with the bank, prompt and satisfactory replies 
were received. 

3. As we are not exporters, we have had no occasion to apply for a loan from 
the Export-Import Bank. 

4. See No. 3. 

5. While we received no credit as a loan to us, we did receive large credits 
covering expense of shipping material purchased with the Yugoslav loan funds, 
The credits were apparently administered by the Export-Import Bank very 
efficiently. 

6. We have no complaints about the operations of the Export-Import Bank. 

7. As the actual shipper, in closest contact with the material shipped to 
Yugoslavia as a result of Export-Import Bank loans, we are strongly of the 
opinion that the Export-Import Bank is of great aid in properly financing and 
facilitating the export-import trade of the United States. 

8. Again from our close association with machinery and equipment shipped to 
Yugoslavia as a result of Export-Import Bank loans, and from our knowledge 
of the subsequent increase in Yugoslav exports, principally of lead, to the United 
States, we believe that Yugoslavia has purchased more goods in the United 
States than would have been otherwise possible. 

9. As indicated above, our relations with the Export-Import Bank have been 
excellent, and we have only one suggestion to make in regard to policy or opera- 
tions. This suggestion is outlined below. 

10. Based on actual experience, we are sure that Yugoslav-American trade, 
and probably other trade with Yugoslavia, has expanded as a result of the 
Export-Import Bank loans, It is only logical to assume that larger expansion 
of trade would result from broadening the scope of Export-Import Bank opera- 
tions to embrace foreign-aid projects now handled by other Government agencies. 

The suggestion, referred to in paragraph 9 above, concerns the employment 
of American freight forwarders on the export of goods purchased with Export- 
Import Bank loans. Because of our experience over a period of more than 3 
years in handling the large volume of traffic resulting from the bank loans to 
Yugoslavia, we feel qualified to speak on the value of close supervision and 
coordination of such shipments by reputable American shipping agents. Since 
we controlled the flow of all shipments, we were in a position to inform the 
Maritime Administration, as well as the Export-Import Bank, fully and accu- 
rately, in regard to the movement of such traffic. Both the United States 
Maritime Commission (now the Federal. Maritime Board) and the Export- 
Import Bank can verify this statement. However, we have been informed that 
the Export-Import Bank does not require the use of American forwarders on 
Export-Import loan ehipments. Since the bank knows of the value of this super- 
vision, we understand that the recipients of a loan are advised that they may 
use American forwarders, but are not obliged to do so. According to Public 
Resolution No. 17, of the 73d Congress, all shipments resulting from FExport- 
Import Bank loans shall be carried exclusively in American-flag vessels unless 
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a waiver is granted by the Maritime Commission for the use of a foreign-flag 
vessel. 

The tendency of most foreign governments to restrict their shipments to vessels 
of their own flag is greatly increasing to the detriment of American shipping. 
Neither the Export-Import Bank nor the Maritime Commission should have to 
depend upon a foreign agency for information about loan traffic. Aside from the 
value of the supervision of an American agency to insure compliance with the will 
of Congress, there are numerous ways in which an experienced forwarder can 
exercise careful control of shipments with a savings to all concerned. In case your 
committee is interested in details on this subject, we would be glad to prepare a 
special memorandum outlining the benefits and resulting economies to be derived 
from the use of a competent American forwarder. At any rate, we suggest and 
recommend, to secure maximum return from the money loaned, that the terms of 
Export-Import Bank loans specify the use of American forwarding firms in the 
= of resulting shipments. 

e welcome the opportunity to be of assistance to your committee. We have 
tried to provide you with all pertinent information outlined above, but if we can 
be of further assistance in appearing before your committee in person, we will be 
glad to do so. 

Very truly yours, 
E. T. Barrett, President, 





BLEICHROEDER, Brine & Co., INc., 
New York 38, N. Y., October 7, 1958. 
Hon. Homer CAPEHART, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Srr: Your letter of September 18, addressed to my father, Mr. Arnold 
Herzfeld, vice president of this firm, has come to my attention. Mr. Herzfeld is 
at present abroad on an extensive business trip and is not expected to return until 
some time in November. 

I believe that I am in a position to answer the questions which you have raised. 
Our dealings with the Export-Import Bank of Washington and the International 
Bank for nstruction and Development have been in connection with in- 
surances On cargoes which we have been asked to place or to quote on by bene- 
ficiaries of loans from these banks. 

With respect to the specific auestions asked in your letter, please note as follows: 

1. See above. 

2. We have always received prompt and satisfactory replies from the bank. 

3. No; we have no occasion to apply for loans. 

4 and 5. Do not apply. | 

6. No specific complaint. 

I would prefer to answer questions Nos. 7, 8, 9, and 10 as a group. It is our 
belief that the operations of the Export-Import Bank of Washington and the 
International Bank have been helpful in rehabilitating the economies of various 
beneficiary countries from the ravages of war. It is our further belief that while 
grants given to the various countries for construction of industries and utilities 
may have created more competition for American industries in their domestic 
and, more particularly, in their foreign markets, they have increased the pro- 
ductivity and raised the standard of living of these countries. This will increase 
the capacity of these countries to purchase goods and services and create new 
markets for the many products of American industries. While this may hurt 
some of our industries now, it will in the long run be greatly beneficial to the 
economy as a whole. . 

As to the future of the bank we are not in a position to make any reccom- 
mendation as to the actual operation. It is difficult for us to ju whether 
more loans should be granted to various countries or organizations. e believe 
that each case should be considered on its own merits; if a grant is beneficial 
to both the foreign countries and to our interest it should be made. 

I strongly believe that the Export-Import Bank could usefully assume a role 
in two fields where such a role could greatly benefit our foreign trade. I am 
thinking of our export credit insurance and the insurance of American invest- 
ments abroad against political risks. 

With respect to export credit insurance, it may be of interest to you to know 
that many European countries and Canada have Government credit insurance 
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facilities to protect their exporters. In this connection I am enclosing a clip- 
ping from the New York Times dealing with this problem. 

American exporters and industrial firms sell to a very large extent on a letter 
of credit or cash basis. They are reluctant to grant credit to foreign buyers. 
They are running into more and more competition from European and Canadian 
firms who are able to grant much broader terms to the buyers who are backed 
by Government credit insurance or Government subsidized credit insurance. 
I feel that such facilities should be made available to the American exporters 
and/or to the American industries engaged in export. I do not believe that 
the Government or any branch of the Government should enter into the direct 
insurance business. Unfortunately the — companies have not been able 
to come up with a plan for this type of coverage. Our idea would be that a 
scheme be worked out whereby the private companies would write the export 
credit insurance and have facilities to reinsure their risks with the Export-Import 
Bank. I believe such a scheme would make our exports more competitive and 
help greatly to expand our foreign trade. It must not be forgotten that more 
than a million American workers owe all or part of their livelihood to foreign trade. 

Our other suggestion is a scheme similar to the one incorporated in Public 
Law No. 30 of the 88d Congress, the Maybank bill. I believe that a setup which 
would grant protection against war and other political risks to American business- 
men for their foreign investments, as well as for merchandise which they may 
wish to store abroad at the convenience of their foreign buyers or distributors 
would be a great help to the American economy by encouraging both exports 
of merchandise and capital to foreign countries. Here, again, it may be wiser 
that the Government or related agencies do not enter directly into the insurance 
business, but use the private insurance industry as the primary carriers and 
grant to them reinsurance for these political risks. It goes without saying that 
such a measure would also be of great help to the economy of any foreign countries 
which are in need of American capital to expand their economies. 

Eventually these measures would also, to a large extent, relieve the necessity 
of credits by Government organizations, such as the Export-Import Bank to 
foreign countries by making it possible for private investors to take the Gov- 
ernment’s place. 

I shall be sure to show this correspondence to Mr. Arnold Herzfeld upon his 
return and if he should have any other ideas, I am sure he will not fail to com- 
municate with you. 

Sincerely yours, 
Tuomas B. Herzre.p, 
Assistant Secretary. 





ComBusTION ENGINEERING, INC., 
New York, N. Y., November 6, 1958. 
Senator Homer E. CarrenHart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Sra: We have given careful consideration to your letter of September 3, 
1953, addressed to our Washington representative, Mr. W. H. Billich, in which it is 
requested that we advise you with respect to our past contacts with the Export- 
Import Bank. 

aking the points enumerated in your letter in the same sequence, we are 
pleased to make the following comments: 

1. Our contact with the Export-Import Bank had been in connection with de- 
tailed questions which arose in the execution of contracts. Such contracts were 
for steam generating equipment as well as railroad locomotive parts. 

2. We have seldom had any direct correspondence with the bank. All verbal 
discussions were very satisfactory and received prompt attention. 

3. We have never applied for a loan direct although we have aided our cus- 
tomers with technical information in support of their applications. 

4. To the best of our knowledge our customers who had made application have 
received prompt and courteous attention. 

5. Since we have received no credit direct we have no comments. 

6. We have no complaints but to the contrary we have lots of praise for their 
operations. 

7. In our opinion the bank has materially aided in properly financing and 
facilitating the export-import trade of the United States. Our experience has 

















1054 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


been most satisfactory as we have benefited by approximately $33 million of 
business since the Bank’s inception. 

8. Steam-generating and fuel-burning equipment is used to generate electric 
power or process steam for industry. us our equipment is directly related to 
developing the economy of a foreign country. Had it not been for Export-Import 
Bank loans many of the projects abroad would never have materialized and, there- 
fore, the exports from United States would not have resulted. 

9. The Export-Import Bank’s authority and capacity to promote American 
trade must be soundly and courageously supported by Congress. Its policy- 
making procedures and administrative methods should have the flexibility to 
take full advan of the opportunities arising in a changing world. 

To relieve the Treasury of the burden of financing the bank’s operations, at 
least in part. Congress should explore the possibility of utilizing the banking 
system and other investment funds in this country as sources of credit for the 
bank’s operations. If means could be found to this end, it would have the de- 
sirable result of further limiting the Government’s participation in business. 

10. In our opinion the Export-Import Bank has materially facilitated the 
expansion of international trade in the To maximize its ability to do so in 
the future and to secure for American business equal opportunity to compete in 
world markets, Congress should study the extent and character of aid afforded by 
other major governments enabling business enterprise in their res: ve countries 
to give extended credit terms, especially in the export of capital goods. The 
American manufacturer to hold and expand his position in the face of ever in- 
creasing competition must be provided with credit and financing facilities wholly 
commensurate, if not better, than those possessed by his competitors in other 
leading industrial nations. The World Bank will have a major role in making 
provisions of this character but we must have the Export-Import Bank, as an 
essentially American institution, properly set up and integra’ in its o tions 
with our domestic financial system to insure for American business the credit 
needed to sustain its place in world trade. Your committee in the course of its 
present study should objectively explore the possibilities for credit insurance and 
credit management in an international sense and determine how best this can be 
done, at least as far as affording protection against political risks, exchange transfer 
delays and other hazards’ not normally insurable. 


e trust the foregoing comments and suggestions may prove helpful in the. 


timely and worthy deliberations of your committee. If you find it desirable that 
testimony along the foregoing lines be given in person at your hearings I shall be 
willing to appear. 
- Sincerely, 
Broperick HASKELL. 





ConTINENTAL GRAIN Co., 
Washington 6, D. C., November 18, 1958. 
Hon. Homer E. Capenart, 
Chairman, Banking and Currency Committee, 
United States Senate, Washington 25, D. C. 

My Dear Senator: We have your letter of September 18, 1953, concerning 
your committee’s study of the operations of the Export-Import Bank of Wash- 
ington and the International Bank for Reconstruction and Development and their 
relationship to the expansion of international trade. 

The relations between the officials of this company and the Export-Import 
Bank have always been most friendly, and our requests have been handled in a 
prompt and courteous manner. Our comments in this letter relate primarily to 
the policy followed by the bank in connection with the financing of export sales. 
of grain, and reply particularly to items 7, 9, and 10 as set forth in your letter. 

Fhis company is extensively engaged in the grain business, which includes the 
buying and storing of grain produced in the United States and the export sale 
thereof. From time to time, foreign buyers of grain have requested the extension 
of credit for periods ranging from 3 months to 1 year. owever the capital 
of our company, while large, is not sufficient to permit the extension of such 
credit to the extent requested; and although commercial banks will finance for our 
account dollar drafts on foreign buyers for periods up to 3 months and very 
exceptionally up to 6 months, these banks will not finance on a nonrecourse 
basis those drafts which exceed the amount that we feel is safe or drafts involving 
risks more properly identified with the banking field. 
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As a matter of policy, the Export-Import Bank has refused to undertake or 
participate in such financing of export grain sales, and it is our understanding 
that a similar policy is followed with other edible products. From time to time 
however, the bank has financed the purchase and exportation of cotton. As a re- 
cent example, there is attached a cony of a press release announcing a credit of 
$60 million for the export of United States cotton to Japan. It will be observed 
that this credit is to be extended on the basis of 15-month drafts bearing interest 
at the rate of 3% percent per annum. As a matter of interest, the Wall Street 
Journal reported that the market strengthened as much as 60 cents per bale over 
the previous close on the basis of this announcement. 

The act of Congress establishing the present Export-Import Bank of Wash- 
ington provides that: ‘““The objects and purposes of the bank shall be to aid in 
financing and to facilitate exports and imports and the exchange of commodities 
between the United States or any of its Territories or insular possessions and any 
foreign country or the agencies or nationals thereof.” (Italics supplied.) (12 
U.S. C. A. 635 (a).) 

The bank has ample legal authority to purchase, discount or guarantee drafts 
of foreign buyers and to conduct a banking business beyond the scope of private 
capital. There is no doubt that the purchase, discount or guarantee of such 
drafts would “aid in financing’’ export sales of grain, as provided in the act. 

The policy decision of the bank seems to rest on the theory that such financing 
would not facilitate exports of grain. This may be interpreted to reflect the 
bank’s judgment that such financing would not result in increasing grain exports. 

It is difficult to estimate the additional quantities of grain that might be 
exported from the United States if credit were more readily available. It is our 
view that sales would be increased substantially and the volume would vary with 
world conditions. 

It has been stated that the financing of export sales of cotton permits foreign 
countries to earn dollars or other currencies through the reexport of the finished 
products. However, such reexportation is not a condition of the bank’s cotton 
credits. In practice the cotton financed by the bank becomes part of the total 
supply available to the foreign country and may be consumed in that country 
or reexported. Credits for grain might also result in the reexportation of the 
products produced from such grain. Thus, wheat could be sold to Belgium and 
the flour produced therefrom sold in Yugoslavia; or corn could be sold to Denmark 
for the purposes of producing pork products for the United Kingdom. 

If the bank extended to the financing of grain exports the same favorable 
interest rate as on cotton exports, there would be an additional incentive for the 
purchase of United States grain. In an extremely competitive world market for 
grain, the savings on interest charges could be the deciding factor in effecting 
sales. 

International trade is made up of many individual transactions and as a national 
policy we have urged an expansion in such trade. The availability of credit for 
export sales of grain would be a factor in increasing such sales. Logically there 
does not appear to be sound justification for the distinction between financing 
export sales of cotton and those of grain. Both commodities are dependent on a 
substantial volume of export sales. Certainly all the facilities of the Federal 
Government should be made available to assist the trade in effecting export sale 
of grain. 

In this connection, it might be pointed out that under section 550 of the Mutual 
Security Act of 1953, the Foreign Operations Administration is now attempting 
to negotiate the sale of surplus agricultural commodities for foreign currencies. 
The limitations established in this section are such that it is doubtful if any 
volume of sales can be effected. The availability of dollar credits through the 
bank would seem to offer a more simplified method of increasing our foreign sales. 

This letter does not attempt to set forth the mechanics which might be used 
by the bank in the proposed financing of grain exports. The broad legal authority 
of the bank would permit various procedures to be established as necessary. 
Before definite plans can be worked out, the policy of the bank must first be 
reversed. 

The consideration of this problem by your committee is respectfully requested. 
We will be pleased to submit such further information as you may deem helpful. 

Very truly yours, 
CONTINENTAL GRAIN Co., 
SamuEt H. Sangin, Vice President, 


42493—54—pt, 219 











1056 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


Davipson & NIKOLoRIé, 
Washington 6, D. C., November 16, 1958. 
(For 5. Res. 25.) 
Henry F. Hoursusen, Esq., 
General Counsel, United States Senate, 
Washington 25, D. C. 

Dear Mr. Houtnusen: This firm represents relatively small construction 
contractors who are interested in overseas jobs. They cannot afford overseas 
representatives and so depend upon representation in Washington. 

In other areas of our foreign-aid program some effort has been made to make 
available to small business overseas construction information and participation. 
To date these attempts have not been satisfactory but, nonetheless, the effort 
continues. As the attached copies of correspondence with the Export-Import 
Bank indicate, however, no attempt is being made there. 

When an underdeveloped country proposes a project—in the past to the 
Technical Cooperation Administration (point 4), it is at times referred to the 
Export-Import Bank for financing. Typically, behind the project proposal is a 
large construction firm which has been engaged by the subject country as con- 
sultant. This firm is relied upon by the borrowing country as, in effect, its expert 
witness to the feasibility and competence of the project. 

With this we have no objection. However, when the loan is made by the 
Export-Import Bank there is no attempt made by that institution to afford other 
and particularly smaller American construction firms an opportunity to partici- 
pate in the actual construction for which the loan is made. 

What form such measures should take are difficult to recommend for one not in 
the agency. Perhaps there is nothing that can be one. On the other hand, 
the proposal contained in our March 18, 1953, letter to the bank may be feasible, 
or others can be devised. 

We believe that a real attempt to solve this problem should be made to the 
end that as much of the American business community as is possible may have 
the experience of overseas activity. Such an end can serve, among other things, 
to intimately acquaint more Americans with the global scope of our activities. 

If the committee wishes, we would be prepared to appear before it to testify 
with respect to this matter. 

Sincerely, 
Davivson & NIKOLORIG¢, 


C. Grrarp Davipson. 
Mr. Stoney SHERWoop, 


Secretary, Export-Import Bank, 
Washington 25, D. C. 


Dear Mr. SHeRwoop: We represent a contractor who specializes in the con- 
struction of steam generating, water filtration, and sewage disposal plants. He 
wants to do business in foreign countries. 

In our ee of opportunities for him, it developed that a good deal of the 
work for which he is qualified was unavailable to him. In many instances, a 
country will engage a prime contractor to survey and prepare an engineering 
report on the feasibility of a variety of projects. en that country determines 
a project is desirable it often turns to your institution for financing. In its pro- 
posal to you, invariably the engineering firm is referred to as the contractor with 
its qualifications and representations relied upon by the applicant country to 
secure the loan. 

It is our thought that this practice could be changed to the benefit of all con- 
cerned. If the Export-Import Bank were to require the application country to 
produce evidence that it had advertised for bids, possibly through the bank, 
together with the results thereof before granting a loan, at least two worthy 
objectives could be attained. (1) Your engineering and financial analysts would 
have a much better idea as to the economics of the project with a good possibility 
that the total cost would be less than heretofore, and (2) an op rtunity would 
be afforded competing businessmen for earning dollars furnishe by an American 
overnmental institution. Moreover, this procedure, in the best traditions of 

ee enterprise, would be in conformity with expressed governmental 
policy. 

It would be appreciated if you were to place this proposition before your Board 
for its consideration. 

Sincerely yours, 


Davipson & NIKOLOoRIC, 
THeopore A, MILLER. 
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DovuGuias Arrerart Co., INc., 
Santa Monica, Calif., September 18, 1953. 
Hon. Homer E. Caprenarrt, 
United States Senate, Washington, D. C. 

My Dear Senator Capenart: This is in reply to your letter of September 3, 
1953, asking certain questions with respect to our contacts with the Export- 
Import Bank in Washington. We shall be glad to give you any assistance we 
may in connection with your study. 

The material requested is set forth below. 

1. The nature or purpose of your contact with the bank. 

Our business is the manufacture and sale of aircraft, both military and com- 
mercial, We have had rather frequent occasion to get in touch with representa- 
tives of the bank in connection with financing sales or possible sales of commercial 
aircraft to foreign airlines or other foreign purchasers. Most of our contacts have 
simply been inquiries with respect to the bank’s attitude toward financing a 
particular sale or proposed sale of this character. More extensive contacts have 
been had with the bank in the course of consummating financing of two sueh 
purchases, one of which occurred several years ago and one of which is current. 

2. If you had correspondence with the bank did you receive prompt and 
satisfactory replies? 

Prompt and satisfactory replies were invariably received to correspondence. 

3. Have you ever applied for a loan from the Export-Import Bank? 

This company has not itself been the applicant for any loan, but the company’s 
customers have applied to the bank in at least three instances. 

4. If so, has your application been granted or denied? Was it handled 
in a courteous and expeditious manner? 

Two of the three applications were granted and one was denied. 

The three applications mentioned above were handled, as far as we know, in 
a courteous manner and were also handled, as far as we know, in as expeditious 
a@& manner as was possible under the circumstances. Some delays were occasioned 
by failure of the applicant to furnish required information or required documents 
at the earliest possible moment. 

5. If a credit was authorized was it administered by the Export-Import 
Bank in an efficient manner? 

The credits authorized have been administered by the bank in an efficient and 
businesslike manner. 

6. Have you any specific complaints about the operations of the Export- 
Import Bank? 

No. 

7. Has the Export-Import Bank aided or failed in properly financing and 
facilitating the export-import trade of the United States? 

In our experience the bank has aided materially in properly financing and 
facilitating export trade. We have had no experience with import trade. 

8. Has the bank assisted in developing and expanding the economy of 
foreign countries? Has it increased their capacity to purchase United 
States exports? 

In our opinion the bank has assisted in developing and expanding the economy 
of foreign countries, and by aiding such countries to obtain equipment generating 
dollar exchange, the bank has increased their capacity to purchase United States 
exports, 

9. Have you any suggestions for changes or alterations in the policy or 
operations of the Export-Import Bank? 

We should regret substantial contraction of the activities of the Export-Import 
Bank for a number of reasons. This bank, unlike the World Bank, deals exclu- 
sively in dollars. So far the World Bank has made only one aircraft loan and 
most of its loans seem to be for longer term development projects. Also, of 
course, loans may be made only to members of the bank. 

The requirement of the Export-Import Bank (to which some exceptions may 
be made, of course) that the manufacturer participate to the extent of 25 percent 
of the loan is sometimes too severe a burden on the manufacturer. Since the 
loan is generally 75 percent of the purchase price, the manufacturer must par- 
ticipate to the extent of 18% percent of the price (25 percent of 75 percent). 
While in many lines of export business this percentage does not exceed the margin 
of profit, nevertheless in the aircraft business, the profit is substantially less than 
this percentage and the manufacturer is therefore required to risk more than 
he often should from a proper business point of view. A reduction of the required 
participation to about 10 percent of the price would be helpful. 
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Apparently under existing policies, the bank does not make wide use of its towers § 
authority to guarantee payment of appropriate loans made by commercial banks. baie alse 
One reason for this seems to be that the amount of such guaranty is charged and thes 
currently against appropriations as if it were an actual disbursement. In reality f 
the operations of the bank have shown a profit to the Government and it would cau th 
seem that some reserve system for contingent liabilities would be more appropriate which m 
for budget —— than the full offset of the guaranty now required. have als 

10. Has the Export-Import Bank facilitated the expansion of international a strict | 
nee in the past, and if so, how can it more adequately expand it in the loan fun 
uture! 

We believe that the bank has facilitated the expansion of international trade aan'e 
in the past. We do not suggest nor would it be desirable that the bank compete our qt 
with private banks or take over their functions nor has it attempted to do so. ‘acilities 
Nevertheless there remains an area for businesslike operation, especially where the will alre 
financial risks are of a political nature, where the bank may properly act to expand but mec 
international trade. A continuation of the bank’s activities without artificial sized co 
restrictions would appear to accomplish the purpose. cause is 

I should of course be happy to appear before the committee to testify with Export: 
respect to these matters if it should be desired. to these 

Sincerely yours, in very 

Freperick E. Hines, long te 

Vice President, Finance, compat 

that lo: 

ENGINEERING Equtrment Co., this bu 

Chicago, Ill. (Paris), October 19, 1953. hee 

Hon. Homer E. Capenart, drafts | 
Chairman, Committee on Banking and Currency, which 
United States Senate, Washington, D. C. this to 

Dear Sr: This is a tardy acknowledgment of your letter of September 18 the fa, 
written to me in care of Kalamazoo Manufacturing Co. of which I am the export have t 
manager. Our company also acts as the export department of 15 other companies We. 
maufacturing heavy industrial goods in the Chicago area and, consequently, the sugges’ 
subject of your letter is of the greatest interest to us. wail in 

We have observed, with great unhappiness, the policy which began to make desper 
itself felt within the last 6 months of curtailing the activities of the Export-Import Ti 
Bank. Although we have never received a loan from the Export-Import Bank, eratiot 
nor have any of our principals, we have, nevertheless, received many valuable is hav 
orders from abroad, which we would not have received if the bank had not made Tron 
a loan to the client, in most cases either a foreign Government or large foreign an 
corporation, 

It is not necessary to tell you that world trade conditions are truly chaotic, 
and we are competing with foreign manufacturers who receive many types of 
subsidies from their Governments. American exporters receive very little help 
from the American Government and it is almost impossible fer them to finance 
their foreign transactions through commercial banks. The Export-Import Bank Hon. 
has been our only support, even though its activity has been limited. ( 

We do not feel that loans made by the Export-Import Bank to foreign buyers 
have been, in any way, a subsidy to American exporters because it is our belief 
although, naturally we do not have complete records available to us, that loans My 
made by the Export-Import Bank are repaid by the foreign customer with interest of th 
and, that the operations of the bank have been conducted on sound banking Deve 
principles and, that its operation has actually shown a profit. We feel, therefore, careft 
that we are in no way asking to increase the burden on the American taxpayer in most 
asking that the activity of the Export-Import Bank be continued and expanded. whol 
It may be good pclicy, considered on the highest diplomatic levels, to help other Fa 
countries reestablish themselves industrially. It is beyond our sphere to criticize furni 
such a policy, but we feel that we are on sure ground when we say that the United ve 
States is badly going to need a large export market in the future and, that we are equiy 
now rapidly losing this market to foreign manufacturers, who have the advantage the 
of credit facilities, outright subsidies, and other aid from their governments. wivel 
far as we know the Export-Import Bank is the only agency in the United States nee 
which pretends in any way to help us, and it is our understanding that this bank résul 
was originally created for the purpose of expanding American exports. It has rop 
i materially to this end and we sincerely hope it will continue to do so. ee 

e have never made a formal application for a loan from the Export-Import culti 
Bank. We have, however, had informal talks with several officials of the bank 
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toward this end and, a formal application for loan was not made because these 
officials demonstrated to us in each case that the situation was not sound. We 
have also had personal contacts with the engineering departments of the bank 
and these contacts have led us to believe that when the bank lends money to a 
foreign buyer, the use of that money is scrutinized and controlled by men who 
know the equipment and who prevent the waste of these funds on equipment 
which may be useless or impractical for use in the country of destination. We 
have also been impressed by the fact that the Export-Import Bank has exercised 
a strict control in the elimination of corrupt practices in the expenditure of such 
loan funds, 

Although we have not answered your questions exactly as you have asked 
them, the situation has been covered by what we have written above, except for 
your question No. 10 concerning the expansion of the Export-Import Bank 
facilities in the future. On this point we have some very definite ideas. You 
will already have understood that we do not represent huge American concerns 
but medium-sized companies. It is our belief that there are very many medium- 
sized companies in the United States which need the export business and that our 
cause is a common one with many others. We believe that the activity of the 
Export-Import Bank should be very greatly increased with respect to giving aid 
to these smaller concerns. The problem of these smaller concerns can be stated 
in very precise terms. Our foreign competitors are now granting to the trade 
long terms of payment, i. e., from 90 days to several years. Small American 
companies cannot meet these conditions, because they cannot tie up their capital 
that long and, because commercial banks in the United States will not finance 
this business. 

As a rule the customers’ indebtedness will be in the form of accepted sight 
drafts or promissory notes. What is needed in the United States is some bank 
which will discount these documents without recourse. We would not expect 
this to be done unless the foreign maker of the note or the acceptor of the draft 
was a company in sound financial position and only the Export-Import Bank has 
the facilities for knowing these conditions as private commercial banks do not 
have this information available. 

We believe that the expansion of the Export-Import Bank activities into this 
suggested field will greatly expand the foreign trade of the United States and 
will in particular aid the small- and medium-sized manufacturers who are more 
desperately in need of this aid than the large corporations. 

I sincerely trust that this letter will reach you in time to receive your consid- 
eration and, if I should be in the United States during the time when the committee 
is having ffs hearings, I should be very glad to have an opportunity to appear in 
person. 

Very sincerely yours, 
THomas Marry, President. 


FatRRANKS, Morse & Co., 
Chicago, September 24, 1958. 
Hon. Homer CAPEHART, 
Chairman, Commitiee on Banking and Currency, 
United States Senate, Senate Office Building, 
Washington, D. C. 

My Dear Senator: The present inquiry by your committee into the operations 
of the Export-Import Bank and the International Bank for Reconstruction and 
Development, is to be most highly commended. I am sure that under your 
careful and wise scrutiny the operations of both of these institutions will be helped 
most favorably so that American business and the general world trade as a 
whole will benefit. 

Fairbanks, Morse & Co. for many years has engaged in a worldwide business, 
furnishing basic machinery in the field of power generation, sanitation, trans- 
portation, and related fields, so that the economies of the countries to which this 
equipment has been sent have materially benefited from the skill and talent of 
the American engineer and workman. as represented by this company. Con- 
versely, this company and its employees have benefited by a profitable business, 
measured not only in terms of dollar benefits, but in other moral values which 
result from the creation of machinery which provides such elemental forces which 
properly controlled and directed increase the welfare and well-being of the pur- 
chaser. Our company has in particular devoted a great deal of time to the 
cultivation, promotion, and development of the Latin American market so that 
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in this market. This has a direct beneficial result on all associated Ame: 


American standards of performance have gained greater and greater sconptance 
rican 
industries who look forward to participating in the markets of these countries, 


To illustrate, when Fairbanks, Morse supplies diesel generating equipment for 


a power installation in one of these countries under standard American practice, 
i. e., & distribution voltage of 115-120 and 60-cycle current, every trical- 
appliance manufacturer in the United States can meet other competition, both 
as to price and certainly as to quality, because the same equipment that he manu- 
factures for the American market under mass production techniques is available 
for his bah market to compete with cheap foreign labor. owever, when 
through shortsighted conditions imposed arbitrarily, the American exporter, 
Eenoserty in this field of basic capital goods, is foreclosed from competitive 

idding because of the inability to meet credit terms of either a direct or indirect 
subsidized competition, then, not only does this manufacturer lose a market 
but all the related manufacturers suffer in proportion. One of the early prac- 
tices of certain competitive groups in these markets was to provide equipment 
whose performance met poco of European markets, i. e., 220 volt and 
50 cycle. The effect of this was, of course, to cause every American manufac- 
turer of electrical appliances to either have a special product for this market 
with its increase in cost, or make provision for some type of converting device 
which likewise resulted in increased cost, and the cheap labor of other compet- 
itors was able to more than offset our mass-production techniques so that gradually 
the American manufacturer was forced from this market. 

Our experience shows that, in particular, the people of Latin America much 
prefer American equipment, materials, and appliances, provided they can purchase 
them under somewhat equitable conditions, because (1) we are practically the 
only country in this merket that maintains the same standerd specifications, both 
for the domestic and the export market; (2) no service call is too remote nor too 
complex but what the American manufacturer makes every effort to render the 
same high-type service that be renders to his American purchaser; and (3) Latin 
Americans have found that American manufacturers’ guaranties mean precisely 
what they say. 

However, when the American manufacturer is foreed by circumstances beyond 
his control to aid in this market, which by the way is a developmental market, 
under conditions of credit and payment which usually foreclose any possible chance 
of using the earning power of this equipment to meet the purchase price, then the 
purchaser has no alternative but to accept those conditions of credit of the manu- 
facturers of certain countries whose export trade is underwritten by their govern- 
ments on terms so favorable to the purchaser but he is willing to sacrifice quality 
and high standards to the immediacy of his needs. 

Another aspect of this situation certainly deserves the consideration of your 
committee. In the world today, where the uncertain political factors may result 
in a situation where agein it would be most desirable that the countries of the 
Americas stand as one, how shortsighted, in my opinion, it is to have a policy 
which results in the purchese and installation by these countries of basic equip- 
ment so that if a time of emergency comes, a problem of hemispheric logistics 
arises which could well result in the necessity of rebuilding or revamping much of 
this equipment under stress of national peril. 

We have not had available to us from the Export-Import Bank the type of help 
which I believe was associated with the early founding of this bank; that is, it 
has seemed to me thst the bank’s usefulness has been somewhat nullified by 

olicies which seem to consider it only as a short-time, commodity brokerage bank. 

infortunately, this type of assistance is of little use to this company. The amor- 
tization of basic capital requirements is not a matter of a few short years or e 
90-day note. It is a matter of very careful engineering to meet the requirement 
and then the establishment of a pattern of earnings which enable this equipment 
to amortize itself within a reasonable period of time. This is certainly nothing 
new in the American experience and why i. should be considered an innovation 
on the part of the Export-Import Benk, i cannot understand. If this bank is 
to be of assistance to American manufacturers interested in the export field, and 
particularly in supplying those items for these partly and underdeveloped countries 
which will enable them to progress in the family of nations, then its policies must 
be reexemined in the light of (1) the assistance American manufacturers need to 
successfully compete in this business, and (2) just under what terms and conditions 
can the purchasers of this equipment meet their obligations. 

Please do not misunderstand me. I do not ask for special aid to American 
manufacturers. I only ask that conditions be such that we can bid on equal 
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terms with foreign competition and, in particular, the Latin American market, 
where so much time, effort, and promotion has been expended in developing Ameri- 
can standards by American manufacturers for this market. I would like to suggest 
that the bank’s efforts be directed to enable the American manufacturer to bid 
under conditions which will give him an even break. 
Sincerely yours, 
R. H. Morse, Jr. 


Wasainctron, D. C., September 24, 1958. 
Senator Homer E. Capenart, 
Committee on Banking and Currency, 
Senate Office Building, Washington, D. C. 


Dear Senator Capenart: Receipt is acknowledged of your letter dated 
September 18 concerning the Export-Import Bank. The following comments 
are submitted in reply to your numbered queries. 

1. Over the past few years I have contacted various officials at the bank with 
a view to ascertaining the need by the bank and/or its clients for engineering 
services. 

2. Very few letters have been addressed by me to the bank but I have always 
had prompt and satisfactory replies. 

3. I have never applied for a loan from the Export-Import Bank. 

4. See 3 above. 

5. See 3 above. 

6. I have no specific complaints about the operations of the bank. 

7. In my opinion the Export-Import Bank has rendered material assistance 
in financing and facilitating the export-import trade of the United States. 

8. In my opinion the bank has assisted in developing and expanding the 
economy of foreign countries and has increased their capacity to purchase United 
States exports. 

9. I have no suggestions for changes or alterations in the policy or operations 
of the bank except as outlined in 10 below. 

10. In my opinion the Export-Import Bank has facilitated the expansion of 
international trade in the past. As for the future, it is to be hoped that the 
bank will continue to assist in developing and expanding the economy of foreign 
countries and that such assistance will be rendered on an increased scale. 

With regard to 10 above, I believe that much of the work currently being 
performed overseas by the Foreign Operations Administration could be more 
efficiently !andled by private enterprise and that the financial aspect of such 
matters could very well be left in the hands of the Export-Import Bank or, for 
that matter, of the International Bank for Reconstruction and Development. 
It would certainly appear, however, that the three agencies overlap to some 
extent and that a streamlining of their procedures should be possible. 

From a slightly more selfish standpoint I would suggest that the Export- 
Import Bank could make greater use of private consultants such as myself to 
report upon some of the projects put up to the bank for consideration. I trust 
that your committee will keep this possibility in mind, especially if the activities 
of the bank are to be extended. 

None of these comments is of a confidential nature and you are free, therefore, 
to make such use of this letter as you may consider proper. I shall be glad to 
appear before your committee if you wish me to do so but, to be frank, am of 
the opinion that I can add very little else in the way of constructive criticism. 

With sincere good wishes for the success of your endeavors, I beg to remain, 

Very truly yours, 
J. F. Frrra-Hanp. 


GENERAL Morors OverskAS OPERATIONS, 
Dirviston Or GENERAL Morors Corp., 
New York, N. Y., October 8, 1953. 
Senator Homer FE. Caprnart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Stir: This letter is in reply to yours.of September 3, addressed to Mr. C. G, 
Quinlan, of our overseas organization, on the subject cf the study you are making 
of the operations of the Export-Import Bank of Washington and the International 
Bank for Reconstruction and Development, and their relation to the expansion 
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of international trade. It will also serve as a reply to your letter of September 3, 
addressed to Mr. W. A. Ninke, of the electromotive division of General Motors 
Corp., since the overseas division is now responsible for the distribution of electro- 
motive products in the overseas markets. 

In response to the questions you submit in this connection, we offer the replies 
listed below, each numbered to correspond with the numbers given for your ques- 
tions. Our response in this regard is confined to the area of our own business 
and experience in the dealings we have had with the Export-Import Bank in the 
export field. 

1. The purpose of our contact with the Export-Import Bank has been to 
further the export sales of General Motors products to countries which could not, 
in all likelihood, have taken these products due to a current lack of dollar exchange. 

2. We have had considerable correspondence with the bank, and have always 
received prompt and satisfactory replies. 

3. We have requested the bank to participate with us in loans to overseas 
customers to enable them to purchase United States products, and to pay for 
such products over a reasonable period of time. 

In some cases our applications have been granted; in others they have been 
denied. They have always been handled in a courteous and expeditious manner, 
and, with respect to both the grantings and the denials, the decisions have, we be- 
lieve, been made carefully and conscientiously on the merits of the case as the 
bank has appraised them. 


5. Where credits have been authorized, they have been administered by the 
bank in an efficient manner. ‘ 

6. In the area of our own experience, and as related to the operations of the 
bank in the sense of administration and procedure, we have no specific complaint. 

7. Our own experience would indicate that the bank has aided in properly 
financing and facilitating the export trade of the United States. We have had 
no experience as to the import trade. 

8. Again, on the basis of our own experience, we would say that the bank has 
assisted in developing and expanding the economy of foreign countries in the sense 
that it has increased their capacity to purchase United States exports. Our 
experience in this connection has been limited to countries where we have felt 
that a continuing commercial relationship would be of advantage both to our- 
selves and to the country concerned, as reflected by the transactions we have had, 
specifically, with Brazil, Finland, and Indonesia. 

9. On the basis of our own experience, and insofar as it concerns the furthering 
of exports through the provision of financing facilities, we would suggest that the 
policies governing the provision of these facilities which prevailed in the years 
prior to 1953 should govern today. The following specific suggestions are made: 

(a) The Export-Import Bank should again provide United States exporters 
with medium and medium-long-term financing facilities which will effectively 
enable them to compete with foreign exporters in the world markets. No other 
existing institution, such as the World Bank, can substitute for this, due to obvious 
conflicts of interest. 

(b) These facilities should also be made available with a view to the desirability 
of the transaction from the standpoint of both the local economy concerned, and 
the United States economy. 

(c) The policies of the bank should be redefined for the benefit of United States 
exporters, to make clear the general area of the financing facilities that will be 
provided and the terms and conditions that will be extended. 

10. On the basis of our own experience, the Export. Import Bank has facilitated 
the expansion of international trade in the past. It can continue to do so in the 
future if it reverts to the policies and practices prevailing prior to 1953. 

With reference to your suggestion that we indicate whether or not we would be 
prepared to appear before your committee to testify with respect to this matter, 
we can assure you that arrangements to this end can be made if occasion requires. 

Yours very truly, 
Epwarp RIey, 
Vice President and General Manager. 
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Gitnert Associates, INc., 
New York 6, N. Y., Sentember &, 1958. 
Hon. Homer FE. Caprnart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Sir: I wish to acknowledge your letter of September 3, in which you 
presented certain questions regarding the experience of my firm in negotiations 
and business contacts with the Export-Import Bank of Washington. I understand 
the questions relate to an investigation being carried forward by the Committee 
on Banking and Currency of the United States Senate under a resolution (S. 
Res. 25) to conduct a thorough study of the operations of the Export-Import 
Bank. 

I am pleased to be able to advise you that under my general direction the firm 
of Gilbert Associates, Inc., and its subsidiary corporation, GAT Pan American 
Corp., have, over the past 3 years, had extensive business contacts with the 
Export-Import Bank and its technical personnel. Frequent business contacts 
were also had with the bank in years prior to 1950. 

Before developing my general conclusions, with regard to the importance of 
the Export-Import Bank as an aid to this country in expanding its export trade 
and as a means for improving the international relations of the United States, 
I will undertake to reply to each of the several specific questions posed by your 
letter. My replies will be numbered in accordance with the sequence used by you. 

1. Our contacts with the Export-Import Bank have been as engineering con- 
sultants representing clients in the industrial and electric power fields in various 
parts of the world. Specific projects developed under our general direction and 
which were ultimately financed by the Export-Import Bank were (a) a group of 
thermal-electric powerplants designed by our engineering department and pur- 
chased by the Republic (Nationalist) of China, and (b) a major hydroelectric 
power development in Colombia, South America, to which a loan was made by 
the bank to finance the purchase of equipment, materials, and services in the 
United States. 

2. We have always received prompt and satisfactory replies to correspondence 
addressed to the bank. We have also found the bank’s technical and accounting 
staffs to be meticulous and accurate in their administration of the bank’s responsi- 
bilities. 

3. As consultants to and representatives of Empresa de Energia Electrica, 
Medellin, Colombia, we applied for a credit from the Export-Import Bank for our 
client. 

4. The applied-for credit on behalf of Empresa de Energia Electrica was granted 
in August 1952. The negotiations were handled by the bank’s staff in a courteous 
and expeditious manner, particularly when consideration is taken of the compli- 
cated nature of the particular credit. 

5. Both of the credits, with which we are familiar, were administered by the 
Export-Import Bank in an efficient manner. Credit 518, that extended to Empresa 
de Energia Electrica, is still in process of being utilized and all negotiations 
connected therewith are being handled efficiently by the bank. 

6. We have no complaints concerning our experience with the operations of the 
Export-Import Bank. 

7. It is our considered opinion that the Export-Import Bank, operating within 
the limits placed upon it, has aided materially in facilitating the international 
trade of the United States, 

8. Based upon our personal experience and our observation of other cases, 
the bank has materially assisted in the economic development and expansion of 
foreign countries. It goes without saying that economic development of other 
areas definitely increases the capacity of such areas to purchase in the United 
States. 

9. It is my belief that certain of the past operations of the Export-Import Bank, 
that appear to have been related primarily to the broader international policies 
being promoted at the time by the Departmentof State, could more appropriately 
have been handled through an agency other than the bank. It is my further 
opinion that the operations of the bank should be restricted to activities in the 
fields of short- and long-term financing of projects which will demonstrably 
improve the economic position of friendly countries and concurrently expand the 
volume of the export trade of the United States. The Export-Import Bank and 
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similar banking institutions have a very important position in the economic 
development of those countries in which the banking and financial systems have 
not reached the same high level of development as presently exists in the United 
States. 

10. A review of the various credits heretofore extended by the Export-Import 
Bank demonstrates that it has acted to expand materially the volume of inter- 
national trade. It is my opinion that the bank should be permitted to continue 
to act as an important catalyst in the development of international trade and in 
the expansion of world economy, while concurrently adding to the export markets 
of the United States. It is my opinion that the activities of the bank should be 
directed primarily toward the financing of economically feasible projects in areas 
where substantial amounts of long-term capital are not available, and where the 
financing and construction of such projects will expand the opportunities for the 
exportation of equipment, materials, and technical services from the United 
States. 

Based upon our experience and observations in the field of international trade, 
which experience has been gained from extensive activities as consulting engineers 
on a number of major engineering projects in foreign areas, I am of the opinion 
that the enlightened self-interest of the United States requires that it continue in 
effective operation an entity such as the Export-Import Bank to provide suitable 
financing of economically feasible projects in foreign areas. The Export-Import 
Bank has operated effectively in this field in the past and should be continued as 
an instrument to aid in the economic development of friendly foreign countries 
and to promote concurrently the export markets of the United States. 

It is essential that medium- to long-term debt financing be made available in 
order to permit the orderly expansion of heavy industrial, power, and transporta- 
tion installations required for the continued growth of many areas important to 
the long term economic well-being of the United States. In numerous instances 
the required capital funds must come from external sources because of the absence 
or limited development of the pools of investable funds available for low-risk, 
low-return investment. Without external-aid development is retarded, or com- 
pletely arrested and international trade is directly and adversely affected. In 
such situations the Export-Import Bank has aided both in the development of a 
specific aréa and in the expansion of the export markets of the United States; 
both highly desirable end results from the standpoint of the economy of the Unite 
States. 

In advocating the continuation and expansion of the activities of the Export- 
Import Bank I would again emphasize that its scope of operations should be 
restricted to the financing of sound, bankable projects which result in improving 
the long term economic status of the debtor and in advancing the export trade 
position of the United States, the latter with accompanying benefits to the Na- 
tion’s internal economy. It is entirely appropriate that such loans be accom- 
panied by suitable restrictions which establish, as a quid pro quo for the extension 
of credit, a requirement that the borrowed funds be returned to the source for the 
purchase of essential equipment, materials, and services. 

Our experience also indicates that the extension of economically justifiable 
credits, through the medium of an agency of the United States, has valuable 
intangible benefits which can only be measured in terms of improved public 
attitudes, greater realization of mutuality of interests and stimulation of markets. 

I also believe that a fruitful field for further expansion of the activities of the 
Export-Import Bank is to be found in an extension of powers to the bank to guar- 
antee, under appropriate conditions, the convertibility of United States private 
capital, both with respect to principal and return, invested in acceptable risks 
in foreign areas. 

None of the foregoing answers are of a confidential nature and you have my 
permission to present them in open hearings before the Banking and Currency 
Committee of the Senate of the United States. I would also advise you that I 
would be prepared to appear in person before your committee for the purpose of 
testifying to any of the matters above discussed, or to answer such other relevant 
questions as your committee may care to develop. 

I appreciate being afforded this opportunity to present my comments on a matter 
which I consider of vital importance. 

Very truly yours, 
Giipert AssociaTes, INC., 
By Matcoum G. Davis, 
Vice President. 
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R. W. Hesarp & Co., INc., 
New York, September 11, 19538. 
Senator Homer E. CaPpEHART, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear SENATOR Capenart: We have the honor to acknowledge receipt of your 
favor of September 3, in which you request replies to certain questions presented, 
and sueh other relevant information and comment we may have re the operations 
of the Export-Import Bank of Washington, D. C. 

This company has operated as engineers and contractors in the foreign field, 
principally Patin America, since 1909, and its engagements have been for the 
greater part with governments and United States corporations having business 
abroad. 

Our relations with the Export-Import Bank date from July 1939, at which time 
this company was recommended by the bank to the Government of the Republic 
of Paraguay to take charge of the design and execution of a public works program 
in that country, and for which the Export-Import Bank had granted an initial 
loan of $3 million. Shortly after, a formal contract was prepared and signed by 
the Government of Paraguay and this company, by the terms of which we would 
receive the fixed sum of $2,000 per month for services, including extensive pur- 
chasing in the United States of equipment, materials, and supplies. 

The original $3 million loan of 1939 was later increased to a total of $6 million, 
and of which over $4 million have been repaid to the bank. The work in Paraguay 
consisted of the construction of the Asuncion-Villarrica Highway and feeder roads. 
This was the first mile of modern road ever built in Paraguay. The work con- 
tinued from 1940 to 1947, and then terminated by mutual agreement of the 
contracting parties, due, in major part, to the civil war occurring in Paraguay 
during that year. 

The execution of the work, on which three to four thousand men were employed, 
was carried out in an unusually friendly and cooperative atmosphere from be- 
ginning to end, and during the entire period no dispute or differences of any kind 
whatsoever arose between the engineering company and the Government or 
people of Paraguay. The project itself and the eentracting parties had the full 
cooperation of the Export-Import Bank during the entire period of the work. 


CIA. VALE DO RIO DOCH, 8S. A., HOLDING COMPANY ORGANIZED BY THE GOVERNMENT 
OF BRAZIL FOR OPERATION OF THE VITORIA-MINAS RAILWAY AND ITABIRA 1RON 
FIELDS 


This railway, built some 40 years ago, leading from the port of Vitoria to 
Itabira, a distance of nearly 600 kilometers, required reconstruction, new rail 
and bridges, rolling stock, and power. The iron mines in Itabira needed modern 
mining machinery and related equipment. The Export-Import Bank made a 
series of loans to the Government of Brazil for the realization of the project 

This company was employed in 1944 to act as purchasing agents for the Cia. 
Vale do Rio Doce, 8S. A., and during the following 6 years purchased and shipped 
to Brazil large orders of railway equipment, mining machinery, and supplies. The 
Export-Import Bank established revolving credits in the National City Bank in 
New York and we were reimbursed by presentation of invoices and shipping docu- 
ments in the usual commercial pattern. In cases where substantial down pay- 
ments had to be made to manufacturers with the placing of the order, this was 
done directly by the Export-Import Bank. Our remuneration for these services for 
the period 1944-47 was 3 percent on C. I. F. prices, and then was increased to 
5 percent. All discounts of any nature whatsoever accruing from purchases were 
credited to Cia. Vale do Rio Doce. The Export-Import Bank gave us full 
cooperation in this business, and we on our part made detailed monthly statements 
of operations to both the bank and Cia. Vale do Rio Doce. 

We can only refer in the highest terms to the broad understanding and invaluable 
assistance rendered by the Export-Import Bank to this company during these years, 
and no effort was omitted on their part to place the operation on a smooth, firm, 
business-like basis. 

These two projects, i. e., Paraguay highways and Cia. Vale do Rio Doce, are 
the only two enterprises in which we have been directly associated with the 
Export-Import Bank, although we are naturally familiar with most of the bank’s 
activities in Central and South America 

Questionnaire: 

1. As above. 
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. Yes; without any exception whatsoever. 
No. 





Yes. In our experience with the highest degree of efficiency. 
None whatsoever. 
. Export-Import Bank has been an important and constructive factor in 
aiding United States export trade, particularly in the period prior to 1940 and will, 
we are confident, continue to be so in the future. 

8. Definitely “Yes’’. The Brazilian loans for Cia. Vale do Rio Doce and Volta 
Redonda Steel Plant—and loans to several Brazilian railways—have all been 
highly constructive and beneficial to the borrower. Cia. Vale do Rio Doce, for 
example, earned $24 million in 1952, representing shipment of 14 million tons iron 
ore in that year, and Volta Redonda Steel Plant produced over 400,000 tons of 
steel products in the same year, with corresponding saving in dollar expenditures. 
The loans for hydroelectric development are likewise sound and of paramount 
importance to the national economy. 

9. The Export-Import Bank has been from the beginning a very smooth work- 
ing, highly efficient, cohesive organization, staffed by an unusually high-grade 
group of men who know how to work together. This has been due in no small 
part to the caliber of the men who have served the bank as chief executive, and 
all of whom we have had the privilege of knowing personally: Warren Lee Pierson, 
William McChesney Martin, Herbert Gaston. Mr. Hawthorne Arey, who has 
been with the bank in various capacities since 1938, as Secretary, Vice President, 
and Vice Chairman, has, as is well known, made a major contribution to the 
creating and building up of the present highly efficient organization and the bank’s 
operation. His unfailing courtesy, broad understanding of all matters related 
to the bank’s activities, his wide knowledge of foreign countries and his sound 
judgment, have most favorably impressed all who have had business with the bank. 

It has always seemed to this writer, that the original organization of five 
Directors worked smoothly and well, and there is little or no doubt that the 
present organization under General Glen Edgerton, whom we have known for 
many years, will work perhaps equally well. 

In regard to suggested changes on policy or operations, it is believed that the 
bank should be entirely free from domination or undue influence by the Depart- 
ment of State. Department of State, from the very nature of its overall mission, 
i. e., creating and maintaining friendly international relations, is naturally in- 
fluenced to support, and even sponsor, some loans which can hardly pass the 
overall test which should be applied. We believe, moreover, that State is inclined 
to unduly stress and overestimate the goodwill factor and improved international 
relations which is erroneously assumed are bound to follow financial aid. There 
is little or no evidence in any survey of the foreign field that such results have 
accompanied or followed the granting of such loans in the past, or will do so in 
the foreseeable future. 

It would seem logical fhat the Department of State be kept informed on Export- 
Import Bank loan negotiations to any foreign country, and its comment invited 
thereon; but State should not be in any position to urge or influence the bank to 
make any loans which in the bank’s judgment were not sound business and clearly 
in the interest of both the United States and the loan applicant. 

The impressive record of the Export-Import Bank loans evidences that its 
lending powers have been employed in the vast majority of cases with unusual 
care, full investigation, and good judgment. We limit ourselves in the face of 
this enviable record, only to the unimportant following observations: that loans 
for highway construction, hotels, and local industry, for example, should be 
made only in cases where the borrower assumes the obligation of obtaining the 
major part of the local capital required for the enterprise. In highway con- 

struction, the ever-present danger is that governments do not properly maintain 
the roads after completion: in many instances local capital should be available 
for the building and operation of hotels. In short, the tendency has been to 
turn to the Export-Import Bank for loans on the part of countries enjoying a a 
degree of prosperity and having available sources of investment capital. It 
seems clear that industrialization has been overdone in Latin America during 
the past several years, particularly Brazil, and further loans directed to that end 
should be appraised in that light. It is perhaps superfluous to add that, countries 
evidencing open hostility to United States companies domiciled within their 
territory, accompanied by confiscation of property, with no fair competition 
therefor, should be definitely barred as lean applicants. The same comment 
is applicable to those countries who have failed to make any genuine effort to 
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effect a fair settlement with their United States creditors on defaulted bond 
issues. 

10. Export-Import Bank has made a major contribution in the aid of United 
States foreign trade and construction and development enterprises abroad; 
much of which has been carried out in poor undeveloped countries which could 
not have obtained the necessary finance from private sources. In all of these 
activities, American business has, of course, participated and benefited. United 
States businessmen, representing companies large or small, have always been 
assured of an eminently fair and courteous treatment, and the most careful 
consideration of any business presented, by the bank’s staff. Finally, once the 
bank bas entered into a contract, the contracting parties were always assured 
of the continuous full and invaluable cooperation of the bank. 

We are strongly in favor of the continuation of the Export-Import Bank’s 
conservative lending policy, and, in consequence, have no suggestion how its 
activities, in the expansion of international trade, could be further expanded. 

En suma, we believe that the Export-Import Bank has operated with a gratify- 
ing measure of success and credit in the manner and pattern of which the American 
people, and the institution itself, may be justifiably proud. 

May we add in closing, that at no time has this company ever solicited any 
loan*from Export-Import Bank, nor do we contemplate any prospective business 
with the bank in the foreseeable future. 

Although there is not much we could add to the foregoing, the writer would be 
glad to appear before your committee if you so desire. 

With high regards, I beg to remain, 

Sineerely yours, 


R. W. Hesarp, President. 





Hieearns, Inc., 
New Orleans, La., September 16, 1958. 
Hon. Homer E, Capenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear Senator Capenart: This will acknowledge receipt of your letter of 
September 3, 1953, making certain inquiries concerning the activities of Higgins, 
Inc., and of the Export-Import Bank of Washington. 

Weare pleased to reply to your numerically listed questions as follows: 

1. Regarding the nature and purpose of our contact with the bank, it can be 
stated that we have had occasion to at least make inquiries at the bank or to 
have an interest in matters pending before the bank in a number of situations. 
The most important was concluded by a loan being made to Empreza Internacional 
de Transportes, Ltda., a Brazilian society engaged in coastal and other transporta- 
tion within Brazil. 

In 1949 Higgins, Inc., entered into a contract with Empreza Internacional, 
whereby we agreed to convert four LST’s to coal colliers to be used in the carriage 
of coal from Santa Caterina to Rio de Janeiro. The contract further provided for 
the construction of certain passenger and truck ferry boats for use between 
Rio de Janeiro and Niteroi. This work was to be performed at the contract price. 
However, the Brazilian dollar situation had become so stringent as to make it 
impossible to obtain dollars at that time for the financing of this contract. This 
was entirely a governmental situation and in no way reflected upon the credit or 
the standing of the purchasers of Higgins’ equipment. The purchasers were 
composed of one of the strongest financial and industrial groups in all of Brazil. 

The need for this equipment within Brazil was extreme, as the truck and 
passenger ferry service between Rio de Janeiro, the capital, and Niteroi, an im- 
portant suburb of the capital separated therefrom by water, was in a state of 
almost complete disintegration. The services were so bad and the equipment 
so outmoded that this important transportation system had become the cause 
of near riots in Rio de Janeiro. 

The necessity for additional means of transporting domestically produced coal 
within Brazil was likewise extremely urgent, as the Brazilian dollar situation was 
continually worsening. One of the important causes for the worsening situation 
was the fact that Brazil in large measure was dependent upon foreign-produced 
coal, for the simple reason that it lacked transportation facilities for its domes- 
tically-produced coal, which existed in abundance. 

Notwithstanding these urgent needs, it was impossible to finance this contract 
anywhere in the United States with the exception of the Export-kmport Bank of 
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Washington. Commercial banks simply would not finance a transaction for 
any foreign purchaser where the commercial bank was required to depend on a foreign 
national bank or curreney control office for repayment of its money in dollars. 
In this op cet case, because of the excellent standing of the purchaser, the 
bank risk was not a risk of repayment by the debtor, but was a convertibility risk . 
This was a risk which no commercial bank would undertake. 

During 1949 and 1950, the ship construction and ship repair business in the 
United States was at an extremely low ebb, and shipyards which produced so 
much shipping so quickly during periods of national emergency were hard pressed 
for business with which to continue operation during slack periods. For this 
Treason, we were extremely anxious to perform this contract for the Brazilians. 

The purchasers, after having exhausted all possibilities of financing the contract 
through normal commercial channels, applied to the Export-Import Bank of 
Washington for its assistance. We are pleased to say that the bank granted the 
application, and that it was of tremendous assistance to us. 

‘he total financing involved was approximately $4 million, and we have been 
informed that the notes of Empreza Internacional to the Export-Import Bank 
are being paid in compliance with the terms of the agreement. 

We wish to state that this was an entirely satisfactory transaction for all 
parties concerned, i. e., Higgins, Inc., Empreza Internacional, the Brazilian 
Government, and the Export-Import Rank. 

2. We have had a great deal of correspondence with the bank and have received 
prompt and satisfactory replies. 

3. We have never applied to the Export-Import Bank for a lean, but we have 
been interested in and have supported the loan application of Empreza Inter- 
nacional de Transportes, Ltda., as explained in reply to your question No. 1. 

4. The loan application in which we were interested was handled in a most 
courteous Manner, 

5. The credit was administered by the Export-Import Bank in a capable and 
efficient manner. 

6. We have no specific complaints about the operations of the Export-Import 
Bank, however, we do have certain comments and recommendations stated 
hereafter. 

7, 8, 9, and 10. In the particular transaction described in reply to your ques- 
tion No. 1, we are confident that the Export-Import Bank wa substantially 
aided the export-import trade of the United States. Our particular complaint, 
and it is believed that we speak for other industrial firms as well, is that the 
Export-Import Bank could have aided American industry to a greater degree by 
making more loans of the type described in reply to your question No. 1. It is 
further believed that the export-import trade of the United States would be sub- 
stantially aided in the future if the Export-Import Bank follows a policy of 
financing American industry in placing its products or its equipment in foreign 
countries. . 

Suggested changes in the policy or operations of the Export-Import Bank 
would be as follows: 

The bank should do more business similar to the credit established in the 
Empreza Internacional case, particularly so with respect to industries which 
have traditionally played a vital role in periods of national defense and con- 
versely have suffered extreme hardships during —_ when a national emer- 
gency did not exist. Speaking as a shipbuilder, I believe that the vital role of 
shipyards in times of emergencies is conceded without argument. 

he majority of American shipyards have great difficulty in even breaking 

even, much less making any profits, during normal periods, hile some assistance 
has been given the yards in the form of construction subsidies to compensate for 
the low-cost competition of the foreign yards, the subsidy relates only to construc- 
tion for the liner services and leaves the vast remaining field of ship construction 
with no Government assistance compensating in any way for the hinediens high 
cost of production as against the foreign low cost. 

Financing of ship construction for foreign account through an agency such as the 
Export-Import Bank would constitute one of the most attractive and least costly 
or no cost form of subsidy in aiding the American yards to obtain the business 
rather than the same business going to a foreign yard. The American yard would 
profit, the American Government would profit because it would insure the eon- 
tinued existence of another shipyard for use in times of national emergency. The 
American Government would in no way lose because it would collect the money 
loaned for the construction account through the use ofthe orderly process of 
collection of Government accounts. 
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We would further suggest that this type of financing should be freed from 
foreign government guaranties. In most cases these guaranties cannot be ob- 
tained from a foreign government unless the government is the purchaser, or even 
if they can be obtained they are so difficult, time-consuming, and uncertain that 
the entire transaction is jeopardized by the requirement of obtaining the govern- 


mental guaranty We would suggest as a substitute for government cuaranties 
that mortgages in favor of the United States or one acting as awent for the United 
States be placed upon the chattel exported to the foreign purchaser. There is no 


eason why such mortgages could not follow standard commercial practices in 
accordance with the laws of the United States and the countries to which the chat- 
tel is exported. This practice has been followed for years by the Reconstruction 
Finance Corporation and other government lending agencies. To our knowledge, 
it has never been used by the Export-Import Bank 

As time is so vital a consideration in many business transactions, may we sug- 
gest to the committee that consideration be given to methods of shortening the 
time in the processing of applications by the Export-Import Bank from the time 
of filing to the time of actual disbursement The amount of time required in some 
nstances simply seems to be extreme 

We also wish to call to the attention of the committee that the type of business 
transaction to which we have referred, i. e., the financing of American industries 
for nongovernmental foreign account is not available through governmental insti- 
tutions other than the Export-Import Bank. Yor this reason, we are anxious to 
ee the powers of the Export-Import Bank finance such transactions and thereby 
assist American industry to continue without diminution. 

In further reply to your letter, we wish to advise that inasmuch as the writer 
has. to his best knowledge, furnishe d herewith complete information regarding our 
experience with the Export-Import Bank, it is doubtful that his personal appear- 
ance before your committee would bring to light any further facts regarding this 
matter. Nevertheless, if your committee feels that the writer’s appearance 
before it would be of assistance in its studies, he will gladly appear as a witness. 

Cordially yours, 
ANDREW J. Hicatns, Jr., 
President. 


HymMAN-MicHaAgts Co., 
Chicago, October 2, 1953. 
Hon. Homer E. Carenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. ( 


My Dear Senator CapeuHart: Please pardon the delay in replying to your 
letter of September 3, but I have only now returned to the office from an extended 
business trip. 

Before answering the specific questions regarding the operations of the Export- 
Import Bank of Washington, | believe a word about our own company would be 
in order 

We are not manufacturers, but rather merchants in railroad eqiupment, con- 


struction equipment, and allied heavy machinery. We maintain plants in various 
parts of the Lnited States where all such equipment purchased by us is recondi- 
tioned for resale. We are perhaps the oldest, and largest firm in this particular 


undertaking in the United States—this being our 90th year in the business, Our 
records would indicate that in reeent years we have shipped Hyman- Michaels 
Co. rebuilt equipment to such countries as Argentina, Brazil, Mexico, Cuba, Italy, 
Sweden, France, South Africa, Japan, Israel, Iran, Formosa, et cetera. With 
the exception of one large order in Brazil, all of this business was conducted on a 
letter of credit basis. 

Since World War iI, officials of our company have made frequent trips to Europe, 
Africa, and South Americé I myself, having been in all of the Latin-American 
countries at least 12 times. From personal contact with the business leaders of 
these countries, sometimes even with their government officials, we have felt 
the difficulty of competing as an American concern because of our limitations in 
the extension of credit. European merchants not only competed with us in 
South America on price, but were also able to offer extended payments, which 
thev, the Europeans, had guaranteed by their local government. 

We have not been able to succeed with the Export-[mport Bank for two reasons: 

First, is the bank’s reluctance to entertain financing of anything other than 
new manufacture, even after our protestations that we cannot only conserve the 
importers precious doliars, but also expedite his delivery by our rebuilt equipment. 
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Second, is that the one time we did approach the Export-Import Bank on new 
material, the deal was so small ($250,000) that we had the feeling the bank was 
only interested in making larger underwritings, 

Perhaps much that 1 have discussed above can now be answered by referring 
to your direct questions. 

1. The nature or purpose of your contact with the bank. 

To secure financial guarantee to allow us to offer extended terms to foreign 
consumers. 

2. If you had correspondence with the bank did you receive prompt and satis- 
factory replies? 

Yes. 

3. Have you ever applied for a loan from the Export-Import Bank? 

Yes. 

4. If so, has your application been granted or denied? 

One denied, one pending. 

Was it handled in a courteous and expeditious manner? 

Yes. 

5. If a credit was authorized was it administered by the Export-Import Bank 
in an efficient manner? 

No experience. 

6. Have you any specific complaints about the operations of the Export- 
Import Bank? 

See answer to question No. 7. 

7. Has the Export-Import Bank aided or failed in properly financing and 
facilitating the export-import trade of the United States? 

I believe the Export-Import Bank is greatly needed if American concerns are 
going to be able to compete in world-wide trade. This is particularly true for 
small business. With the reluctance of commercial banks in our country to extend 
terms to foreign purchasers, it is difficult for an American concern to compete 
with European and Japanese exporters, who have the backing of their govern- 
ment agencies. Of course too, we feel quite strongly that the Export-Import 
Bank has discouraged foreign buyers from the purchasing of rebuilt equipment 
through their avesseness to financing such deals. We feel a company like ours 
is representative of an important phase of our own country’s economy. We 
offer dollar savings and expeditious deliveries, and these are precious items to 
foreign buyers, which should have the backing of the Export-Import Bank. 

8. Has the bank assisted in developing and expanding the economy of foreign 
countries? 

Yes. 

Has it increased their capacity to purchase United States exports? 

Yes. 

9. Have you any suggestions for changes or alterations in the policy or opera- 
tions of the Export-Import Bank? 

See answer to question 7. 

10. Has the Export-Import Bank facilitated the expansion of international 
trade in the past, and if so, how can it more adequately expand it in the future? 

See answer to question 7. 

In résumé we have found in our contacts with the Export-Import Bank extreme 
courtesy, and certainly the personnel seems most efficient, however, we are very 
disappointed in their reluctance to entertain transactions the size of ours, or on 
rebuilt material. 

It would appear to us that the Export-Import Bank could and should fill the 
gap where small private businessmen, either in foreign countries or our own, can 
go for export or import financial assistance. 

I am entirely aware that my comments have touched on generalities, and am 
fully prepared to go into this matter further. 

Thank you for this opportunity of expressing our thoughts on this matter, and 
believe me, : 

Yours very truly. 


Hyman-Micnaets Co., 
Rautrpx MIcHAELs, 
Vice President. 
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Tue INGALLS SHIPBUILDING Corp., 
Birmingham, Ala., September 11, 1958. 


Re Export-Import Bank of Washington and the International Bank for Recon- 
struction and Development. 


Hon. Homer E. Caprnart, 
Chairman, Committee on Banking and Currency, 
Senale Office Building, Washington, D. C. 

My Dear Senator: Receipt is acknowledged of your letter of September 3, 
1953, advising that the Senate has adopted a resolution (8S. Res. 25) which au- 
thorizes and directs the Committee on Banking and Currency to conduct a 
thorough study of the operations of the Export-Import Bank of Washington and 
the International Bank for Reconstruction and Development and their relation- 
ship to the expansion of international trade. 

We have hed direct contact with the Export-Import Bank of Washington and 
the answers to the questions posed in your letter will relate to that institution. 
We have, from time to time, conferred with the International Bank regarding 
relationships and expansion of industrial development in the South American 
countries. This has been only a sort of preliminary discussion and nothing defi- 
nite has developed. 

We are answering your questions by number and in the order mentioned in 
your letter. 

1. In 1945, we bid on the construction of 14 cargo vessels, comparable to the 
C-2 class of the old Maritime Commission, for Lloyd Brasileiro, the merchant 
Marine of Brazil. We were the successful kidder and as of September 14, 1945, 
were awarded a contract for the construction of 14 of these vessels. The first 
vessel was delivered June 20, 1947, and the last vessel was delivered July 20, 
1948. The contract price for the 14 ships was $38 million. 

Arrangements were made by the Brazilian Government for a loan from the 
Export-Import Bank of Washington for $38 million, repayable over a period of 
years. It is our impression that the original loan was repayable over a period of 
10 years at an interest rate of 4 percent per annum but that later arrangements 
were made to extend the term of repayment to a longer period. The arrange- 
ment we made with the Export-Import Bank was that it issued one of its letters 
of credit for each vessel in the aggregate amount of $38 million. There were a 
number of conferences and considerable consultation with officials of the Export- 
Import Bank and in all matters we were very courteously treated. We dealt pri- 
marily with Mr. R. F. W. Whitcomb, who handles the Brazilian desk. We found 
Mr. Whitcomb thoroughly competent and in all matters he appeared to be fully 
familiar with the necessary requirements. We have had occasion to consult with 
him on a number of matters since that time and we have always found him very 
courteous and helpful. This does not cast any reflection on other officers of the 
bank, but it was because we had our principal contact with Mr. Whitcomb that 
these remarks are made. 

2. We always received prompt and complete replies to any letters addressed to 
the bank. 

3. We have never applied for a loan from the Export-Import Bank. 

4. Inapplicable. 

5. The Brazilian matter mentioned in No. 1 above is the only credit from the 
bank with which we were concerned and we believe our comments in that para- 
graph cover the answer to this question. 

6. We have not had occasion to have any complaint about the operations of 
the Export-Import Bank. 

7. This question inquires whether the bank aided or failed in properly financ- 
ing and facilitating the export-import trade of the United States. We are not 
prepared to comment on this question because we are not in a position to know 
as to what other applications might have been made to the bank. We realize 
that, no doubt, there are applications made which are not meritorious and, there- 
fore, require screening and possibly rejection by the bank. 

8. This question has some of the characteristics of the one next above because 
we are not in a position to make any statement as to whether the bank has exerted 
every effort to increase the development and expanding of the economy of foreign 
countries. There have been discussions with the International Bank relating to 
a grant to Brazil for the rehabilitation of its coastwise fleet and the construction 
of a shipyard in that country of capacity sufficient to repair and rehabilitate its 
present coastwise fleet which comprises vessels of great age. The writer discussed 
this matter with the Export-Import Bank but we were informed that it was 
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primarily a matter first to be handled by the International Bank. If such matters 
are handled by the International Bank, the procurement of the materials and 
commodities would be sought on a world market with which we as a private 
American industry are not primarily concerned. Naturally, we are concerned in 
the development of our own business, particularly with regard to the construction 
of marine equipment for domestic as well as foreign use. Due to the disparity 
in the currency of the South American countries and that of the United States, it 
is difficult for an American concern to compete with the world market in a number 
of instances. 

9. This relates to suggestions for changes or alterations in the policy or opera- 
tions of the Export-Import Bank. We do not believe we are sufficiently familiar 
with its detailed operations to comment intelligently in this regard. 

10. As before stated, we cannot say whether the bank has facilitated the expan- 
sion of international trade in the past to the full extent of its possibilities. It 
is the writer’s opinion, quoting from memory, that the bank has eonsiderably 
more available funds than it has used if the information received was correct. 
This was based on our noting the amount of money set aside for capital of the 
Export-Import Bank and a review, from time to time, of its financial position. 
We realize that there are a great many legal and international problems which 
must be analyzed and met and any credit set up by the bank would necessarily 
contemplate considerable involvement. 

The writer is frequently in Washington and would be glad to make his services 
available to your committee at any time you feel that such activity would be 
helpful. We are vitally interested in developing our foreign trade, with particular 
regard to our Western Hemisphere neighbors. We are well equipped both as to 
organization and financial strength to undertake sizable commissions, and as this 
is a privately owned corporation, our activities can be conducted without many 
of the problems which face a different kind of corporation. 

We sincerely trust that our remarks will be helpful to your committee, and if 


there is anything fucther which we can do, we shall be happy to have you so 
advise us. 


Respectfully submitted. 


Tae INnGALLs SHipsuritpinc Corp., 
M. F. Prxton, 


Vice President and Treasurer. 





Incotpspy & Coss, 


Washington, D. C., November 16, 1958. 
Hon. Homer E. Caprenart, 


Chairman, Senate Commitiee on Banking and Currency, 
Washington, D. C. 
(Attention: Mr. Raymond A. Clarke.) 

My Dear Senator Capenart: In accordance with your request I am sub- 
mitting herewith, in writing, the views which I expressed at our recent meeting. 

It was my suggestion that in connection with the present studies being made 
by the Senate Committee on Banking and Currency, that consideration be given 
to the problem of Government guaranties of the convertibility risk involved in 
the investment of American capital in foreign countries. 

I will confine my remarks to American dollar investments in Brazil, as that is 
the country where I am most familiar with the problems incident to such capital 
investments. 

I have acted as attorney for several large American firms which have done 
business in Brazil or who are interested in doing business in Brazil. For a num- 
ber of years I have also been the American attorney for one of the largest Brazilian 
industrial groups as well as having acted for a great variety of less sizeable Brazil- 
lan concerms. 

My remarks are based upon my understanding of the present administration’s 
policy with respect to foreign aid to countries friendly to the United States. I 
believe that policy to be one of cooperation in every way possible to encourage 
private American investors and industrialists to supply actual capital, as well as 
capital goods required to perform necessary functions in certain foreign countries. 
However, in view of the desire to severely limit Government expenditures, it is 
my understanding that the present administration intends to drastically reduce 
the type of foreign aid heretofore given in the nature of direct loans to foreign 
governments or to foreign industrial firms which were performing work within 
the foreign country which was considered essential or high!y desirable for develop- 
ment of the country or to the saving of dollar expenditures. 
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The manner in which the United States-Government keeps its books reflects a 
loan as a dollar expenditure in the year in which the dollars were actually paid out 
and, as there is no asset side of the balance sheet showing an offsetting receivable 
to the United States, the full amount of the loan in most instances shows dollars 
spent in a particular year and, in the year of repayment, reflects the payment as 
dollar income to the United States. It is this type of dollar spending which the 
administration now seeks to avoid. This has been a much-discussed subject in 
which I am taking no part, and I merely make reference to it as it relates to a 
plan whereby private capital may actually take over the function of a Govern- 
ment loan with the Government assuming only a contingent liability which, if 
properly handled, should never become a fixed liability. The Government book- 
keeping system again becomes important because that system does not take into 
account contingent liabilities, in fact even fixed liabilities do not show up until 
actual payment is made. 

My experience with American businessmen has been that they are always 
anxious to do business where they can be paid in United States dollars and that 
they have no hesitation in doing business in foreign countries so long as the pay- 
ment is in dollars even though it means doing business under circumstances where 
the contract is subject to use of foreign labor, cancellation upon sbort notice, 
renegotiation which cuts down profits, changes and extras, and other final deter- 
minations being made entirely by the contracting officer 

Most businessmen have become interested in the large profits they understand 
can be earned in such foreign countries as Brazil, but, unless they have once done 
business in Brazil, they have a great skepticism about investing even small amounts 
of capital in return for large anticipated profits. When they look into the prob- 
lems of doing business in Brazil they first discover that they may experience diffi- 
culties in obtaining import licenses from the Bank of Brezil. Once that is cleared 
up they learn that Brazilian law requires that the invested capital be registered 
with the Bank of Brazil at the time of entry and Brazilian law further provides 
that the registered capital may be repatriated at the rate of 20 percent per year 
together with 8 percent per vear of profits at the official rate of exchange, or even 
better in some cases, at a closed rate of exchange, by contract with the Brazilian 
Government. In this way the American no longer need be concerned about how 
many eruzeiros he must deposit with the Bank of Brazil at some future date in 
order to get one American dollar. 

Usually, the American businessman does not find these conditions unreason- 
able. He recognizes that a return of his capital within 5 years together with 
profits of 8 percent together with additional profits which would be earned in 
cruzeiros and which would be required to remain in Brazil, is a pretty good deal. 
However, the question that the American investor always asks is what assurance 
do I have that 3, 4, or 5 years from now the Brazilian Government will respect 
what the law is today and will allow me to repatriate my capital at the rate of 20 
percent per year at the official rate of exchange. This doubt is not directed at the 
integrity of the country but at its ability to keep its dollar commitments. No one 
seems to be able to answer that question satisfactorily. American Government 
officials, experienced in this field, frequently express their personal views one way 
or the other with respect to the likelihood of the Brazilian Government, in the 
vears to come, permitting the investor to do exactly what the Prazilian law says 
he can do. This is not enough to satisfy most American investors. They feel 
that they would do better to keep their capital in the United States, earn smaller 
amounts thereon, and pay high taxes on those earnings, than the, would be to take 
the chance of having that same capital earn large profits taxable at lower rates 
but all in a currency which they cannot convert to dollars and, as they see it, is 
therefore of doubtful value to them. 

Taking Brazil as an example, if the United States Government believes that 
Prazil has the ability to continue to repatriate invested capital at the rate of 20 
percent per year or, in other words, if the United States Government believes 
that it is economically possible for Brazil to obey its own laws in this respect, why 
shouldn’t the United States Government, in appropriate instances, gurantee to 
American investors the availability of dollars on the due dates in return for the 
payment of cruzeiros at the official rate and why shouldn’t the Export-Import 
Bank be ase appropriate agency to issue these guaranties. 

I am aware that this subject has been discussed in the past and that the F xport- 
Import Bank has been opposed to these guaranties principally on the theory that 
if the transaction was sufficiently sound and worthwhile to the Brazilian economy 
to justify a convertibility guaranty, then the bank should go ahead and make the 
loan rather than guarantee the currency conversion. It would seem to me that 
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the wi 
this position made perfect sense so long as they could make the loan, If the policy pure 
now is to not make the loan no matter how sound the transaction may be nor how neither 
beneficial it is to foreign economy, then the logic of the position no longer stands. As 
If this policy is to continue, then it would seem that all the logie would be in favor actions 
of the guaranty. be shi 
It just comes down to this, if Brazil can, in fact, meet its future obligations to Maritir 
make dollars available for the repatriation of capital, then the United States sufficie! 
Government guaranty would cost nothing but it would get the capital invested in whie 
for the simple resson that the investor will accept the United States Government For 
guaranty where he will not accept the Brazilian Government guaranty. At the whose | 
present time there is no legal authority in any agency of the United States Gov- has tal 
ernment to issue such a guaranty. It is true that the broad charter of the Export- that p 
Import Bank may support the opinion that the power to guarantee is there, for availal 
practical em it is not. betwee 
Under Brazilian law, as it now stands, any investor has a right to repatriate are sol 
his capital at the rate of 20 percent per year regardless of the purpose for which it busine 
is used after it enters Brazil. Take for example, an investor who wishes to estab- Expor 
lish a plant in Brazil which is to produce cigarette lighters or any other equally on ave 
useless item, he has the same rights of capital repatriation as one who invests in a This i 
railway, hydroelectric system, food-processing plant or any other equally essential the ex 
and worthy business venture. Surely, the United States Government should not result 
guarantee against convertibility risks for the cigarette-lighter manufacturer but, Expo 
it may be very proper for the Government to guarantee against the same risks he 
for one venturing capital in the hydroelectric system. If, therefore, such a pro- Amer 
gram would have real merit, I would think that in order to obtain the converti- flag \ 
bility guaranty, the capital investment would be required to meet the same stand- gave 
ards as were heretofore imposed by the United States Government agencies rela- No 
tive to the making of a Government loan. If it were otherwise, it could well be as to 
that Prazil could be so flooded with American capital employed in more or less Ame 
useless projects which would earn sufficient cruzeiros to make it impossible for Amel 
Brazil, itse!f, to ever earn sufficient United States dollars to allow capital repa- parti 
triation. To summarize, it is my opinion that no United States heal will risk prod 
$1 in Brazil so long as there remains a doubt about convertibility back to dollars very 
and I am further of the opinion that additional capital from private sources will Ame 
not enter Brazil at a greatly increased rate until satisfactory assurances of repa- Mar 
triation of that capital have been given by the United States Government. This mer 
must entail an agreement with Brazil regarding exchange so that an investor will agai 
know the number of cruzeiros necessary to purchase a dollar just as he knows of tl 
when making the investment how many cruzeiros he will get for his dollar. In and 
short, the position of the American investor, businessman, or otherwise, is that 
he is willing to take his chances on these wonderful profits about which he has cont 
heard so much, and if they develop that is just fine and if they fail to develop that to t 
is just too bad, but he will not take a chance on the return of his investment no fron 
matter how great the potential profits may be. the 
If the present administration proposes to carry out its policy of encouragement T 
to private investors to place capital in friendly foreign countries for the perform- the 
ance of essential work I can think of no better or less expensive way of fulfilling gra 
this policy than to have availability of United States Government guaranties Am 
respecting the repatriation of capital. the 
pectfully submitted. rea 
Joun L. INcoupspy, Jr, by 
all 
IsBRANDTSEN Co., INc., 
New York, N. Y., October 19, 1958. ax 
Re Export-Import Bank. W, 
Senator Homer E. Capenarr, 0 
Chairman, United States Senate Committee on Banking and Currency, 
Washington, D. C. sic 
Dear Str: We refer to your letter of September 18, 1953, in which you advise de 
of the study being made by your committee of the operations of the Export- th 
Import Bank, with which our company has had some contact within the past 
few years. w 
We are pleased to advise herewith some difficulties we have experienced in fr 
dealing with the Export-Import Bank. te 
From United States of America North Atlantic ports we operate regular m 


steamship service to continental Burepe, and regular steamship service around 
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the world eastward, in both of which services we operate American-flag vessels 
purchased from the United States Maritime Commission, and for which we have 
neither requested nor received any subsidy. 

As to the purchase of American goods for shipment abroad, and which trans- 
actions are financed through the Export-Import Bank, the law requires the goods 
be shipped (100 percent) on American-flag vessels—unless the United States 
Maritime Commission shall certify to the Export-Import Bank there are not 
sufficient American-flag-vessel accommodations to take care of the movement— 
in whieh case other than American-flag vessels can be used by the American sellers. 

For reasons partly unclear to us, the United States Maritime Commission, 
whose duty it is to promote a healthy and substantial American merchant marine, 
has taken the initiative with the approval of the Export-Import Bank, to ignore 
that portion of the law requiring all goods move on American-flag vessels, if 
available, and insisted on dividing the substantial business involved equally 
between American-flag vessels, and the ships of the country to which the goods 
are sold, even where there are plenty of American ships available and needing the 
business. For instance, on substantial movements of cargo financed through 
Export-Import Bank, to Germany and Japan, instead of the cargo being shipped 
on available American ships, half has been given to German and Japanese vessels. 
This is just an arbitrary, unauthorized aid program to assist foreign shipping at 
the expense of the American merchant marine. We protested, completely without 
results or consideration, to the United States Maritime Commission and the 
Kxport-Import Bank. 

The United States Maritime Commission went through the motion of asking 
\merican-flag vessel operators for waivers (of their rights) and most American- 
flag vessel operators wishing to please the United States Maritime Commission 
gave such waivers. We refused. 

Now, by another odd twist, we were “caught in the wringer’’ in a different way 
as to Export-Import Bank cargo. We, an American corporation owned by 
American citizens, also operate regular steamship service from United States of 
Ameriea gulf ports to continental Europe, but we use Dutch-flag vessels in this 
particular service. On ECA and MSA shipments of cotton and other American 
products, we have carried a substantial amount of such aid goods. However, on 
very substantial movements of cotton and other products from United States of 
America gulf ports to Europe, under these arbitrary actions of the United States 
Maritime Commission with the approval of the Export-Import Bank, the ship- 
ments have not gone with American vessels available as réquired by law, but here 
again the shipments were divided between American-flag vessels, and the vessels 
of the countries to which the goods were moving—again, for instance, Germany 
and other countries. 

So us to trades where we operate only American vessels, and needed business, 
contrary to law we lost. substantial business to foreign steamship operators. As 
to trades where we operated Dutch vessels, half of the business was taken away 
from American ships and given to ships of the receiving countries with the result 
the American ships available lost half the business, and we lost all of it. 

The Maritime Commission gave as the reason for this unlawful interference in 
the shipment of Export-Import Bank cargo, and this authorized foreign-aid pro- 
gram, that they would be able to get agreements out of the countries involved that 
American vessels would not be discriminated against as to matters controlled by 
the governments of those countries—which agreements, we understand, are al- 
ready covered by treaties, or, in the case of Germany, can be properly dealt with 
by our Government under existing circumstances. However, the writer considers 
all this reasoning as just so much “‘guff,”’ for our American-flag vessels operating 
between United States North Atlantic ports and Europe have been subjected to 
drastic discrimination by the German Government in its exchange regulations 
applying to payment of passage money by passengers trave ling on freight vessels. 
We have been dogging the United States Maritime Commission all these months 
to get the relief we needed, without avail. 

You may say our complaints go more to the United States Maritime Commis- 
sion than to the Export-Import Bank, but the bank has agreed to these things 
despite protest, and despite the fact such actions were contrary to the spirit of 
the law, and the clear intent of Congress as set forth in the law. 

We might add as more or less a footnote, that we are independent ship operators; 
will not join the international shipping cartels, and generally quote attractive 
freight rates. Our independent competition as to service and rates has saved the 
taxpayers of the United States millions of dollars in the transportation of aid ship- 
ments since World War IT. 








1076 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


The writer does not know whether he has made sufficiently clear the details of 
a rather involved and complex matter, nor whether you would consider we have 
& proper complaint. We can only say in that connection we are writing at your 
invitation, only because you raised the matter of the contact we had with the 
Export-Import Bank. If you have any interest in the matter and have questions 
to which we might be able to give reply, please advise us. 
Yours very truly, 
IsBRANDTSEN Co., INC., 
M. 8. CrinK ey, 
Executive Vice President. 





INTERNATIONAL GENERAL Exvectric Co., 
A Division or Generat Evecrric Co., U. 8. A,, 
New York, N. Y., October 20, 1953. 


Re Export-Import Bank and International Bank for Reconstruction and Develop- 
ment. 
Senator Homer E. Capenarr, 
Chairman, Committee ov Banking and Currency, 
United States Senate, Washington, D. C. 


My Dear Senator Carenart: (a) With reference to your September 3, 1953, 
letter outlining the study which the Committee on Banking and Currency is con- 
ducting of the operations of the Export-Import Bank of Washington and the 
International Bank for Reconstruction and Development pursuant to Senate 
Resolution 25, International General Electric Co. (I. G. E.), formerly separately 
incorporated but now a division of General Electric Co., appreciates the opportu- 
nity to be of assistance to you in gathering information and opinions. Mr. rge 
S. Eveleth, Jr., executive vice president; Mr. J. A. H. Torry, commercial vice 
president; and the undersigned, all of I. G. E., have received similar letters. We 
have accordingly consolidated our opinions in this reply, both to ease your burden 
and to have a single expression of the opinion of I. oe E., which, as you know, 
ecomnee a substantial international business including exports from the United 
states. 

_ (6) In this connection, I. G. E. has had a deep and abiding interest in the 
Export-Import Bank’s activities since its inception. We likewise have been cor- 
respondingly interested in the World Bank. It is our understanding that the 
Export-Import Bank has engaged in various forms of banking activity such as: 
The financing of imports; the so-called export loans; loans for economic develop- 
ment abroad; loans to develop supplies of strategic materials; loans to foreign 
governments (e. g., Argentina and Brazil) for the purpose of enabling those coun- 
tries to pay off their indebtedness to American exporters which loans have some- 
times been referred to as bail-out loans; as well as certain other operations. 
I. G. E. has had business relations with the bank and has been benefited by certain 
of the bank’s loans to the extent that such may have involved an I. G. E, export 
from the United States. I. G. E. has benefited along with other manufacturers 
and exporters from the so-called bail-out loans. In all cases the bank’s loans were 
to others than I. G. E., though in the ease of the so-called export loans, applica- 
tion has sometimes been made by I. G. E. for the purchaser’s account and in these 
instances I. G. E. has participated in credit extension to the purchaser. I. G, E 
has received no loans itself from Export-Import Bank, and has had no experience 
with the Export-Import Bank in connection with the bank’s import loans or loans 
for economic development abroad or for the foreign development of strategic 
materials other than as they may have related to I. G. E.’s exports. 

(c) The comments in this letter hence relate primarily to those phases of the 
Export-Import Bank’s operations with which I. G. E. has had experience. And 
in this connection, it gives me pleasure to answer the specific questions in your 
letter of September 3, 1953, as follows: 

(1) The nature and purpose of I. G. E.’s contact with the Export-Import. Bank 
has been in connection with the solicitation or implementation of credit, finance, 
or payment in connection with (A) certain exports in which I. G. E. has been 
interested on specific projects, and (B) certain outstanding accounts for which 
the so-called bail-out loans have been extended by the bank. The nature of our 
contact has been personal and through correspondence, through visits, and through 
conferences. 

(2) Insofar as I. G. E. has had correspondence or other communication with 
the Export-Import Bank, we have received considered attention with prompt 
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and adequate replies. Naturally, we and the bank have not always been in 
agreement; and differences of opinion have been expressed from time to time, as 
might normally be expected when negotiating financial matters. But our pro- 
posals, applications for credit and finance, and our various communications have 
always been handled in a courteous manner; and even where decisions may not 
have been the way we desired them, they have been made known to us in a 
cooperative and businesslike spirit. The time taken to obtain decisions has 
sometimes been longer than we have desired; but this we believe has been due to 
the complications of the various matters involved, or due to considerations of 
United States Government policy or other factors requiring time to resolve. In 
our opinion in the circumstances, the Export-Import Bank’s service has been 
reasonably prompt, and not unduly long. 

(3) We have applied for loans from the Export-Import Bank for the account of 
purchasers, We have further from time to time arranged with the bank for the 
sale to the Export-Import Bank of purchasers’ notes, and have benefited through 
the repayment to us of certain outstanding accounts in Argentina and Brazil 
under Export-Import Bank loans to those countries for that purpose. We have 
never applied for a direct loan from Export-Import Bank to I. G. E. itself. 

(4) In connection with applications for finance which I. G. E. has made (sub- 
par. (3) above) we have had experience in having the applications granted. We 
have had no experience in having formally made an application and having it 
denied. In certain cases where our preliminary discussions with the bank have 
indicated little or no likelihood of an application being favorably acted upon we 
have refrained from submitting an application. In every case however our pro- 
posals and applications have been handled in a courteous, businesslike, and under 
the circumstances, expeditious manner. 

(5) Under such credits as have been authorized by the bank and under which 
we have been a beneficiary, and to the extent that operations have been within the 
province of the Export-Import Bank, the Bank has handled matters in an efficient 
manner. This does not mean that there have not been delays, due for example 
to the necessity of action on the part of foreign purchasers or foreign governments. 
But within the field of the Export-Import Bank’s operations and decisions, the 
bank’s activities with which we have had experience have been handled effi- 
ciently and promptly. 

(6) We have no specific complaints about the operations of the Export-Import 
Bank. We have certain comments and suggestions*mentioned below. 

(7) We have had no direct experience with the Export-Import Bank in the 
import field; in our opinion, the bank has aided considerably the export trade of 
the United States. Since 1940 some $67 million of I. G. E.’s export orders are 
readily and directly identifiable with finance by the Export-Import Bank whose 
accommodation on these orders has aggregated some $49 million. Without 
Export-Import Bank accommodation, a considerable porticn of these orders 
would not have resulted in business for anyone; and in such cases as business 
might have resulted without the hank’s accommodations, in our opinion there 
would have been no or little corresponding export from the United States but a 
diversion to other exporting countries. 

(8) In our opinion, the Export-Import Bank has assisted considerably in 
developing and expanding the economy of various foreign countries. In the 
power, transportation, mining and industrial fields, fundamental] to the economic 
expansion of various foreign countries, the Export-Import Bank has played a 
significant part through the extension of finance. As to whether such basic and 
fundamental developments in the economies of foreign countries have increased 
those countries’ capacity to purchase United States exports, it is difficult to state 
categorically, for direct evidence may be difficult to adduce. In our opinion, 
however, the strengthening of the economies of the various foreign countries 
through these loans has raised their standards of living and purchasing power, 
and made larger markets in the respective countries. The United States has, we 
believe, benefited from such development. ; 

(9) As to suggestions for changes or alterations in the policy or operations of 
the Export-Import Bank: 

(A) It is our feeling that the Export-Import Bank might well consider greater 
activity in the field of export eredit insurance or export credit guaranty. If 
under reasonable terms guaranties or insurance of export credits could more 
readily be obtained, we believe that private business, banking and other interests, 
many of whom have the resources but are not in a position to accept all of the 
risks, would be willing to extend more international finance. It is suggested that 
the Export-Import Bank under suitable conditions might more readily on a selec- 
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tive basis guarantee or insure part of the finance supplied by others; the bank 
then having a contingent liability, but not being called upon to disburse funds 
except in case of default. Such insurance or guaranty is suggested, not to the 
exclusion of loans or financial accommodation by the Export-Import Bank, but 
separate from its loans or other financial accommodation. Legislative action 
might be necessary to modify the bank’s authority such that with a prudent 
allowance for the risks, the entire amount of contingent liability in such guarantees 
or insured credits would not have to be deducted from the bank’s overall authority 
for loans and guaranties with consequent reduction in the lending power of the 
bank to the full extent of the contingent liability. 

(B) It is our understanding that loans from the Treasury to the Export-Import 
Bank and repayments from the bank to the Treasury appear in the Treasury 
statement as budgetary items. It is our feeling that the attitude toward the 
bank could beneficially develop in the direction of according to it a certain total 
lending authority and a separate guaranty or insuring authority; and that 
within such authorities, the bank’s funds could be regarded as more or less eapi- 
talized and be handled as a revolving fund for loans and insurance or guaranties 
with any surplus funds from time to time available being invested in United 
States Government bonds or Treasury notes or lent to the Treasury subject to 
repayment to the bank. Such in our opinion would be advantageous and permit 
the bank’s future operations to be less dependent upon Federal budgetary con- 
siderations. 

(10) In our opinion the Export-Import Bank through the promotion of American 
exports has facilitated the expansion of international trade. It is also our opinion 
that the availability of an active Export-Import Bank can continue so assist in 
onyperting international trade in the future. 

(D) In the above we have endeavored to answer the specific questions raised in 
your letter of September 3 with respect to the Export-Import Bank. This reply, 
however, would not be complete if we did not point out that in our opinion it is 
also advantageous to the United States to have an institution of this nature 
available as an instrument of American foreign policy and for the conduct of 
various international financial operations as such policy makes desirable. The 
record of the Export-Import Bank’s operations insofar as the type of loans ex- 
tended, their repayments, and the bank’s profit and the low losses have, we think, 
been favorable. Its management, in our opinion, has been good. And it is our 
belief that the United States interests would be well served by a continuation of 
the bank as an active institution. 

(E) We quite well appreciate and are in accord with the objectives of the 
World Bank in the field of long-term developmental loans. And we believe that 
the World Bank should be supported, with the expectancy of it handling a greater 
portion of such finance. We have been the beneficiary of business financed by 
the World Bank, and we are in accord with its continuing development. But 
the World Bank is presently limited to the extension of loans to so-called member 
countries; and its loans are further subject to the requirement of a guaranty by 
the recipient government. In our opinion, there is a need for credit and finance 
both with respect to our exports to and in connection with long-term develop- 
mental projects in countries not members of the World Bank and hence not cur- 
rently eligible for loans from that institution. Also there are occasions of sound 
developments within countries who are members of the World Bank where the 
requirement of a guaranty by the recipient government may not always be neces- 
sary, or may be so time consuming or may involve such other considerations as 
to make insistence upon it unwise or undesirable. In these fields the World 
Bank cannot now act, or its scope is limited. Further there are cases to be ex- 
pected where for one reason or another sound borrowers for worthwhile projects 
may desire access to another financing institution. We hence feel that there is 
a field for the Export-Import Bank even in the scope normally handled by the 
World Bank. Also the World Bank must of necessity and quite properly think 
primarily in terms of the financing of a development, with less consideration as 
to whether the goods and services for such development come from the United 
States or from another country. However we as American manufacturers and 
exporters are interested in promoting American exports; and for such promotion 
we need access to finance which is not only interested in sound foreign develop- 
ment but likewise in the promotion of American interests in particular. Further- 
more in the field where for one reason or another American foreign policy may 
benefit from the extension of finance, we believe that the existence and mainte- 
nance of an active American institution such as the Export-Import Bank with 
a qualified staff is highly in the interests of the United States. For such cases 
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resort to an international institution may in various cases be desirable and bene- 
ficial, but in other cases it may not, and in such latter instances the availability 
of an experienced American institution such as the Export-Import Bank may be 


4 highly desirable. 

x (F) Accordingly it is our feeling as American citizens and as a company having 
z a direct interest in American exports, that a strong, healthy, and active Export- 
; Import Bank is desirable. We will if you so desire be glad to supplement this 

3 letter with additional data or appear in person before your committee. 

Fy Very truly yours, 


4 INTERNATIONAL GENERAL Evectric Co 
" W. R. Heron, President. 


J. A. Jones Construction Co., 

’ Charlotte, N. C., September 8, 1968. 
Hon. Homer FE. CapreHart, 

& Chairman, Committee on Banking and Currency, 

i Senate Office Building, Washington, D. C. 

a Dear Senator Capenart: In answer to your inquiry of September 3, the 
contacts of the J. A. Jones Construction Co., both with the Export-Import Bank 
of Washington and the International Bank for Reconstruction and Development, 
have been as follows: 

1. We built a section of the Pan American Highway in Ecuador which was 
financed by Export-Import Bank. This was the section that extended, roughly, 
from Guamote to Tambo, and also a section in a part of the Pan American High- 
way extending from Monte Christi to Jipihapi. Our only contacts with Export- 
Import Bank on this project was in connection with progress payments, all of which 
were made with reasonable promptness, and to secure final acceptance and final 
payment. We are told that this stretch of road that we built in Ecuador is the 
best highway in Ecuador today, and is the only highway that has stood without 
damage from the terrible floods Ecuador had in May. 

2. We have recently been awarded the contract by Ecuador for the Manta- 
Quevedo section of a highway of about 160 kilometers which will be financed by 
Export-Import Bank. From our observation of their operations we have been 
convinced that Export-Import Bank officials and representatives have assured 
themselves of the importance, feasibility, cost, and all factors relative to this 
project. It is tremendously important to the whole economy of Ecuador, and 
Faportsimport Bank officials have been very careful in their dealings with the 
Ecuadoran Government, so far as we have been able to observe. 

3. We are now completing the Guayabo hydroelectric dam on the Rio Lempa in 
El Salvador which was financed partly with the loan from the International Bank 
and partly by the sale of their own bonds locally in Salvador. We are certain 
from our observation and knowledge of this project that this one project will 
mean more to the economic life of Salvador than anything else that could be done 
There is a tremendous shortage of electric power even for domestic use in the city 
of San Salvador itself. There is not a single kilowatt of electric power in Salvador 
for manufacturing purposes other than now established. There is no possible 
opportunity for additional manufacturing or economic development in Salvador 
until this plant gets in operation. Jt looks as though it will pay out the loan 
within the time, or in less time, than set up in the loan agreement. The Inter- 
national Bank insists on sound engineering, careful cost studies, and a real demon- 
stratéd need for the projects they have financed, that we have heard of and know 
about in Latin America. 

4. If we would have any criticism at all of the operations of International 
Bank, it would be that they seem to have leaned over backward to keep from 
protecting American firms operating on projects which they finance. We may 
be wrong there. For instance, we have an argument with the owners of the 
hydroelectric project in Salvador about some claims under our contract which 
provides for arbitration of disputes. It also provides that the owners name one 
arbitrator, we name one arbitrator, and the International Bank names the third. 
In our case the International Bank named a foreigner, and not an American, as 
the third arbitrator. He may be a distinguished Mexican jurist, but we do not 
think he knows anything about large engineering projects; and there are cer- 
tainly a number of distinguished American experts on projects of this nature, 
any one of whom might have been named and could have served. We make 
this statement with the qualification that there may be good reasons why Inter- 
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national Bank named a Mexican instead of an American. If there are such rea- 
sons, they have nct seen fit to disclose them to us. 

e have been doing large construction projects in various Latin-American 
countries since 1930, including Panama, Colombia, Venezuela, Ecuador, Honduras 
and El Salvador. We know that bot Export-Import Bank and International 
Bank have performed a real service in financing projects which these countries 
and other Latin-American countries would be absolutely unable to finance without 
their aid, and which projects helped further the economic stability and growth 
of these countries. 

If there is any further information we can give, we hope you will call upon us. 
With kind personal regards, we are 
Sincerely yours, 
J. A. Jones Consrrucrion Co. 
By Epwin L. Jongs. 


Koprrers Co., Inc., 
Pittsburgh, Pa., September 15, 19538. 
Hon. Homer FE. Capenart, 


Chairman, Committee on Banking and Curreacy, 
United States Senate, Washington, D. C. 


Dear Senator Capenart: I have your letter of September 3, 1953, in which 
you make inquiry with regard to my experience as president of this company with 
the Export-Import Bank. Similar letters were also received by Mr. Dan M 
Rugg, a vice president of this company and general manager of its chemical 
division, and Mr. Joseph Becker, who is a director and consultant of this company 
and who, until his retirement last December 31, was a vice president of the company 
and general manager of its engineering and construction division. I have received 
comments from these two men, and from Mr. G. M. Carvlin, who is Mr. Becker’s 
successor as vice president of the company and general manager of its engineering 
and construction division. : 

In this letter I will attempt to answer your questions as they pertain to the 
experience of this company as a whole with the Export-Import Bank. 

1. The first of the company’s contacts with the bank was at the inception of 
the Volta Redonda steel plant project in Brazil in 1940. Our engineering and con- 
struction division has been in continuous touch with the bank since that time. They 
have worked with the bank in conjunction with Latin-American customers and 
prospective customers in Brazil, Chile, and Mexico. That division has been in 
almost constant touch with the bank in functioning as designers, builders, and 
management advisers for Compania de Acero del Pacifico in connection with the 
Chile steel plant. 

The chemical division’s contact with the bank has been of a somewhat different 
nature. That division’s contact has been in connection with the application for a 
loan for Companhia Brasileira de Estireno of Sao Paulo, Brazil. Mr. Rugg, to 
whom I have referred, helped to organize this company for the purpose of con- 
structing and operating a plant for the production of styrene monomer in Brazil. 
That project, due to conditions prevailing in Brazil at the present, probably would 
be unable to proceed without a loan from Export-Import Bank or some similar 
institution, This company, through two Brazilian subsidiaries, has a minority 
interest in Companhia Brasileira de Estireno. One of these subsidiaries will be 
one of the large consumers of styrene monomer when this chemical is produced in 
Brazil. ‘ 


2. All of this company’s communications with the bank have received prompt 
and intelligent answers. 

3. This company’s chemical division has had loan application experience with 
the bank, as described in the second grammatical paragraph of paragraph 1. 

4. The application of Companhia Brasileira de Estireno for a loan was granted, 
and a loan agreement with the Export-Import Bank has been executed recently 
with that company. The officers and representatives of the bank with whom 
our company’s and Estireno’s representative dealt were always courteous in their 
handling of these affairs. Considering the safeguards which must be attendant 
upon the operating agencies of the Government, the application was handled in 
a very expeditious manner. 

5. No disbursements have been made under this loan agreement yet since it 
was only recently executed. Our experience in acting in connection with the 
loans of others, and our experience in connection with the application for Estireno’s 
loan make us confident that this loan will be administered in an efficient manner. 
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6. Both of our divisions who have been concerned with the bank state that not 
nly ‘have they no complaints about its operations, but, on the contrary, they 
agree that the bank is a small, efficient, intelligent organization which is carrying 
out the purposes of the act which established it very effectively. 

7. Both divisions agree that the bank has aided in properly financing and 
facilitating the export-import trade in the United States. 

8. Both of the divisions concerned state that the answer to both questions is 
“ves.” In their view, the bank has assisted in developing and expanding the 
economy of foreign countries. It is their view that the long-range effect of this 
is to inerease the capacity of those countries to purchase United States exports. 
In the meantime, the restrictions placed upon the credits insure that the plants, 
chemical and steel, with which this company has been concerned, will be purchased 
to the extent of the financing from United States sources. This is a direct and im- 
mediate effect upon the exports of the United States. 

9. Both divisions agree that the present policy and operation of the Export- 

Import Bank are satisfactory and should be continued as they have been in the 
past. 
10. From the foregoing, it is my view, as well as the view of both of the divi- 
sions, that the Export-Import Bank has facilitated the expansion of international 
trade in the past and that it can more adequately expand it in the future by con- 
tinuing and expanding the exercise of its functions in the manner in which it has 
been carrying them out. 

Since the bulk of the contacts of this company with the bank has been through 
these two divisions, I do not believe I could be as much help as the general mana- 
gers of these divisions in testifying before your committee. While both of them 
are extremely busy men, they will be made available to your committee for testi- 
mony if you feel that their presence is of sufficient importance to justify the sacri- 
fice of their time which will be involved. If you do want either or both of them 
to testify, I would appreciate it if you would give us as much time as possible 
between your request and the date set for the testimony. 

Sincerely, 
BreHON SOMERVELL. 


WasHiInaton 6, D. Ci. October 16, 1958. 
Hon. Homer E. Capprart, 
United States Senate, Washington, D. C. 

Dear SENATOR CAPEHART: Please accept my apologies for the delay in replying 
to your letter of September 18, 1953, relating to Senate Resolution 25, authorizing 
and directing the Committee on Banking and Currency to conduct a thorough 
study of the operations of the Export-Import Bank. A portion of this delay has 
been unavoidable, and a portion has been due to my desire to reply to your 
communication in a comprehensive and objective manner. 

The Export-Import Bank, in my opinion, has been and is being ably adminis- 
tered. My first contact with the bank was in 1946 and I have been in almost 
constant contact with it, formally or informally, since that time. I shall endeavor 
to reply to your specific inquiries in the same order as set forth in your letter of 
September 18, 1953, supplemented by comments and friendly constructive 
criticism. 

1. My contact, primarily, with the Export-Import Bank was in connection 
with the loans to the Bolivian Government for petroleum development, equip- 
ment, and services, and highway construction, equipment, and services. Since 
that time I have approached the bank informally, at intervals, in connection 
with possible loan réquests for a variety of foreign projects. 

2. All correspondence which I have had with the Export-Import Bank has 
been answered within a reasonable time in a comprehensive and logical manner 
insofar as the policies of the bank permitted. 

3. In my own behalf, I have never made a formal loan application to the 
Export-Import Bank. 

4. On numerous occasions I have discussed informally with various officials of 
the bank the desire to initiate a formal request for a loan. In each case the bank 
officials were very courteous and gave the matter careful consideration, but in 
each case they recommended against formal application because the proposed 
request for a loan did not correspond to some existing policy, and it was inferred 
that the application would be rejected. 

5. My sole experience with the bank in connection with administration of 
credits related to the Bolivian loan mentioned in answer to question No. 1. In 
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that entire transaction, lasting over a period of several years, the authorized 
credit was administered by the Export-Import Bank in an efficient banking 
manner. 

6. The only specific complaints about the operation of the Export-Import, Bank 
which are of importance, are in connection with the policies under whith the 
_ is operated and my criticism and comments will be set forth later in this 
etter. 

7. In my opinion, the Export-Import Bank has aided in the financing and 
facilitating of export-import trade of the United States but it is believed that 
with a modification of the present policies this aid could be amplified considerably. 

8. The bank has definitely assisted in developing and expanding the economy 
of foreign countries and has increased their capacity to purchase United States 
exports. It is a matter of opinion, however, whether the bank has fully performed 
its primary function of encouraging this commerce with the United States. 

9. It is my suggestion that changes be considered in some of the policies of 
the Export-Import Bank. These suggested changes will be set forth hereinafter, 
together with justifications covering the same. Insofar as the administrative 
operations of the Export-Import Bank are concerned, it is my opinion that the 
administration has been excellent and has conformed to good banking practice. 
It is possible that administrative changes might be made which would materially 
increase the speed with which the bank operates, but it is not considered that 
this alone is important enough to justify action by a Senate committee. 

10. Undoubtedly the Export-Import Bank has facilitated the expansion of 
international trade in the past and it is believed that the changes in policy to be 
discussed hereafter would aid materially in allowing it to more adequately expand 
it in the future. 

It does not appear that the Export-Import Bank has set up any recent formal 
statement of policy for general information or distribution. herefore, when 
speaking of policies now existing, it must be understood that such reference is in- 
tended to refer to the policies as they appear to exist, or as they have been 
informally presented. 

Since any policies adopted by the administrators of the Export-Import Bank 
must necessarily conform to their interpretation of the statute of authority, I 
wish to refer to the statute in order to present my interpretations and suggestions 
for changes of policy. 

1. The Export-Import Bank Act of 1945, as amended, sets forth specifically 
under section 2 (b) “It is the policy of the Congress that the bank in the exercise 
of its funetions should supplement and encourage and not compete with private 
capital.* * * - 

The policy of the Congress of the United States expressed in this instance has 
been reflected in the policy of the Export-Import Bank and it is believed that its 
close observance has resulted in a very healthy situation. In every instance of 
which I am aware, the bank has consistently refused to entertain loan applications 
when private capital was available for the purpose. Under this policy the bank 
has rendered an outstanding service because it has stimulated a new and aggres- 
sive approach by private capital and banking institutions to the consideration of 
loan applications, terms, and interest rates. 

2. The act sets forth in section 2 (a) “The objects and purposes of the bank 
shall be to aid in financing and to facilitate exports and imports and the exchange 
of commodities between the United States and any of its Territories or insular 
possessions and any foreign country of the agencies or nationals thereof.” 

It appears that the Export-Import Bank has deviated somewhat in its policy 
from the object of increasing United States foreign trade and has substituted 
therefor the enlargement of the capacity of foreign governments to trade without 
regard to increasing United States commerce. The interpretation of the act as 
it appears to me is not necessarily to promote trade between foreign countries, 
but to promote the maximum trade between the foreign countries and the United 
States. 

3. The act further sets forth in section 2 (a) “* * * to perform any act herein 
authorized in participation with any other person, including any individual 
partnership, corporation, or association.* * *” 

Again I submit that the interpretation of the act as reflected in the policies of 
the Export-Import Bank appears to me to deviate substantially from the lan- 
guage and intent of the act. Since this deviation appears to me to be quite 
serious and of such nature that it may well affect the welfare and foreign policy 
of the United States, I ask your consideration while I express my views at some 
length. 
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The policies of the bank appear to favor a very heavy percentage of the loans 
to foreign governments for the purpose of entering private industry in direct com- 
petition to their own nationals and the nationals of the balance of the world, in- 
cluding the United States. This is in direct opposition to the official policies of 
the United States with regard to private enterprise. Presumably we are more 
interested in the nationals of a foreign country than in their governments. In 
many cases, if the governments which are so desirous of borrowing money to 
perpetuate a form of socialist state were induced to alter their laws governing 
private capital, whether local or foreign, it would be found that adequate private 
capital was available which could be augmented by Export-Import Bank loans 
to accomplish the desired objective. The bank could and should demand a 
guaranty from the Government for a permanent political climate which would 
permit their industry the opportunity to prosper. 

Public works, such as highways, publie buildings, schools, experimental farms, 
etc., would naturally be financed by loans to governments. However, the ex- 
ploration and exploitation of natural resources, regardless of whether it is crops, 
minerals, petroleum, or electric power, should be accomplished by private in- 
dividuals or corporations, and the United States should not be placed in the 
position of supporting financially this trend toward socialism in foreign countries 
while pursuing the opposi'e policy domestically. 

Except for unfavorable political climates, it is believed that a large percentage 
of the*loans made to foreign governments could have been made to private cor- 
porations. While these countries are discriminating against United States private 
capital, we should not finance their socialistic government corporations. An 
example: Chile-(government corporation). 





Loans 
Normally Normally 
private Government 
Industeial products and machinery $14, 539, 260 
De 6, 200, 000 
De 6, 800, 000 
Dollar exchange-Ingenieria Electrica $250, 000 
Steel mill equipment 48, 000, 000 
Industrial equipment | 6, 700, 000 
Machinery and equipment, rayon plant 1, 200, 000 
United States materials and services , 000 
Railway and construction equipment , 000 
Roadbuilding machinery, equipment, and supplies | 1, 800, 000 
Expansion, steel mill 10, 000, 000 
Expansion, ferromanganese plant 1, 150, 000 
Railway equipment | 14, 000, 000 
Sie abadee nasntnliiedeelialaaas ae “ 136, 339, 260 2, 050, 000 


This is a flagrant example. Loans to Government for industrial purposes 
versus loans for governmental purposes is completely out of proportion and 
regardless of the accepted reasons for such laons, the fact remains that each 
successive loan further stifles private enterprise. The nationals of Chile, or any 
other country, can only hope to prosper in direct proportion to their expan- 
sion of private industry. 


Mexico, as well as Chile, prospered under private enterprise, but 
now, in accordance with the socialistic trend, borrows money as 
a government to finance: 


Electric power projects_ -_----- bili $37, 000, 000 

Sugar mills aig é E 5, 000, 000 

Ammonium sulfate plants. — - ‘ : be . 6, 000, 000 

Expansion of steel mills e J ‘ , el Dake 8, 600, 000 
Panama borrows to build a hotel_ - ; i Seasu 4, 000, 000 
Venezuela borrows for: 

Diesel-electric generator units tea 3 1, 950, 000 

Expansion of a cement plant__- -- 4, 000, 000 


Belgium, on the other hand, borrows $138 million, none of which is for pur- 
poses in competition to private enterprise, while Italy borrows 106,645,500 
most of which is for purposes competitive to private enterprise. A comparison 
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of the living standards of the people in these two countries should be sufficient 
to prove the case for private enterprise. 

It is time for us to inquire whether the United States Government has the 
right under its constitutional trusteeship of United States tax funds to finance 
foreign governments to go into competition with their own and our nationals. 
The attitude of the average American is one of extending the helping hand to 
other nationals, but that does not necessarily mean their government, expecially 
when that government is not functioning for what we believe to be the best 
interest of their people. 

The above criticism is not a condemnation of the bank nor the administrators. 
It is intended to present a new viewpoint which may enable the bank to improve 
in the future on the benefits which it has recorded in the past. I am thoroughly 
in accord with the intended functions as expressed by the Congress of the United 
States, and have always been impressed with the general high caliber of the 
administrative officers. 

In the event you consider it advantageous to your purposes for me to appear 
in person before the committee, I am at your command. 

Respectifully yours. 
A. Ropert Laas. 





Frep Lricuton, Inc., 
New York 8, N. Y., September 17, 1953. 
Hon. Homer CaApEeHARrt, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. z 

Dear Senator Capenart: I have your letter of recent date asking me various 
questions about my experience with and my opinion about the Export-Import 
Bank of Washington, pursuant to a study you are conducting under direction 
of Senate Resolution 25. 

Your are correct in the understanding that my firm has had contact with the 
Export-Import Bank since it has been a client of the bank for over 10 vears. 
We are a small importing business dealing in handicraft products of Mexico, 
Latin America, and the West Indies. We do both a wholesale business selling 
to department stores, gift shops and specialty stores and, also a retail business 
by mail and though several small shops of our own, one at 1514 Wisconsin 
Avenue, Washington, D. C. Our total annual volume of business is between 
one-quarter and one-half million dollars in all divisions. Since much of our 
merchandise is bulky (pottery, baskets, glassware and peasant furniture), our 
operations result in increased American employment, not only through our own 
wholesale and retail employees, advertising, etc., but also through ocean ship- 
ping, railroad, wharf, and trucking labor, etc. 

To answer vour questions specifically: 

1. The purpose of our contract with the bank was to obtain suitable financing 
for the importation of handicraft articles from Mexico and Latin America, 

2. Correspondence with the bank has always been promptly and courteously 
answered. 

3. We have applied several times to the bank for additional credits following 
the initial grant of a revolving credit. 

4. Several times the reply was favorable; on other occasions unfavorable. On 
all occasions our applications have been handled in a courteous and efficient 
manner. 

5. The revolving credit authorized us has been administered efficiently; the 
details being handled through the National City Bank of New York, which has 
excellent facilities for handling international transactions. 

6. As mentioned above most of the details of our relations with the bank have 
been handled through the National City Bank. Both banks have been meti- 
culously exact and at the same time have shown an appreciation of the fluctuating 
needs of our business situation. Due to the formalities required in going through 
two banks sudden or unexpected needs for additional credit have not been as 
readily available as they frequently are where banking relations have a more 
personal character, which relations would normally exist if this type of credit 
could be authorized by commercial banks alone, without Export-Import Bank 
guaranty. 

7. Insofar as our experience is concerned the Export-Import Bank has certainly 
aided not only us, in the financing of a marginal type of import, but has made 
possible, through us, considerable benefits to natives in Mexico and Latin America 
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who otherwise would not have been able to get their products adequately financed 
for export. 

8. Insofar as our own operations are concerned, the between one and two 
million dollars in the aggregate which we have borrowed and paid back to the 
National City Bank (guaranteed by the Export-Import Bank) have gone directly 
toward raising the standard of living in relatively backward native communities 
and to numerous small-town industries in Mexico and Latin America, thereby 
enabling these suppliers to buy more food, clothing, and manufactured articles. 
Many of the potters, for example, who supply us with piggy banks have been 
able to install American radios in their homes; the sandal makers to buy American 
automobiles, and the basketweavers and silversmiths to build better homes and 
purchase more manufactured goods including imports from the United States 

9. I believe that the type of import-credit which has been made available to 
us could, with great benefit to small producers abroad, and to individual importers 
here, be expanded as a policy tool to help increase the international exchange of 
the products of the small manual and semimanual industries which help to 
stabilize the social structure of relatively underdeveloped countries; and thereby 
could aid in the betterment of our foreign relations with other countries. ; 

10. The Export-Import Bank, as I understand its export activities, has been 
of great assistance to American manufacturers and exporters, providing them with 
prompt and sure payment for their merchandise; this has enabled many foreign 
countries to modernize their economies and has provided for an orderly manner of 
repayment over a longer time and under more certain conditions than private 
American industry could have arranged. The above remarks deal with exports 
of which I have had no personal experience in connection with the bank. On the 
import side of the picture the bank has not functioned, to my knowledge, to any 
great extent so far, our firm, we understand, being one of its relatively few import 
clients. Yet there is a continuing need for the United States to find more ways 
to “close the dollar gap”? between exports and imports without injuring American 
industry. One way to do this is to encourage the small industries of under- 
developed countries, especially the handicraft and semihandicraft industries 
The producers of the goods, especially in Latin America, Africa and the Far East 
have no funds to hold stocks or to promote export sales; their governments are 
in general more concerned with financing new roads, dams and other basic indus- 
tries. This merchandise is relatively uncompetitive in the American market, due 
partly to its national and native characteristics; but there is greater risk involved 
than in importing standard products. Therefore, we believe that Export-Import 
Bank financing, or guaranteeing, the imports of marginal consumers’ goods from 
underdeveloped areas is a logical and important future development of the func- 
tions of the bank. A carefully planned expansion program in this field would 
result not only in more “‘earned’’ dollars available abroad but in an increase of 
native goodwill toward the United States quite out of proportion to the relatively 
insignificant dollar risks involved. 

Supplementing my answers to the last four questions. and following your sug- 
gestion, I wish to make the following points: 

Foreign producers of handicraft and semihandicraft consumers goods do not in 
general, have the financial standing to enable them to secure local credit or 
financing of an adequate character. They are obliged, therefore, to ask for cash 
advances from people who give them export orders; and to be paid in full at time 
of local delivery. They are not in a position to accumulate stocks from which 
a buyer can draw, and in many cases this is desirable because local taste could not 
be depended upon to accumulate items that would appeal in the United States 
market. 

The type of financing which we have received through the Export-Import Bank 
has, in effect, enabled us to put stocks of handicrafts into a New York warehouse, 
where they are immediately available to buyers, enabling the foreign craftsman, 
through us, to meet the American buyer on his own ground. 

Though this financing technically has been of Fred Leighton, Inc., actually it 
has been of the small foreign producer who, through us, has been able to present 
his wares to the American shop owner and individual buyer. 

Our credit arrangement, which was originally worked out under the direction of 
Mr. Warren Lee Pierson, as President of the Export-Import Bank, provides for a 
total credit of a certain amount to be made available, per our directions and orders, 
to specified foreign producers through National City Bank letters of credit, upon the 
presentation of suitable shipping documents. Shipping charges and United States 
duties were similarly financed for each shipment, the merchandise being released 
to us on trust receipts after arrival in New York. As the merchandise is sold the 
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trust receipts are released upon payment by us of the corresponding notes and the 
amount released becomes available for new credits abroad up to the limit of our 
credit. This being a continuous process does not require or permit of a com- 
plete liquidation of indebtedness once a year and is therefore, we understand, an 
arrangement which the National City Bank could not make on its own account 
without the guaranty of the Export-Import Bank. 

During the period that we have been clients of the Export-Import Bank the 
total of loans made and repaid under this revolving-credit arrangement has been 
between | and 2 million dollars. The Export-Import Bank has shared the interest 
charges with the National City Bank so that both the Government and the 
National City Bank have received a steady income on all our loans. 

I believe that this system of revolving import credits, as it has operated for us, 
is worthy of study and expansion as a means of encouraging useful and rela- 
tively noncompetitive imports into the United States; and that the Export-Import 
Bank appears to be the logical vehicle for this type of foreign-trade expansion. 

Should you wish me to appear in person before your committee I will be glad 
to do so, unless unavoidably out of the country at that time. 

Sincerely yours, 
Frep Leicuton, President. 


Macor Car Export Corp., 
New York, N. Y., October 26, 1953. 
Reference: Senate Resolution 25. 


Senator Homer E. Caprnart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear SENATOR Capenart: Further in reply to your letter of September 3, 
we have now completed a review of our files relating to railroad freight cars which 
we have built since World War II for foreign countries under Export-Import 
Bank financing. 

During this period we have received orders for railroad freight cars from 
state-operated railroads in Chile, Bolivia, Brazil, Yugoslavia, and Mozambique 
under Export-Import Bank financing. However, as our dealings in all these 
instances were with state-operated railways, credit negotiations were conducted 
directly between the Export-Import Bank and the concerned foreign-government 
officials (with one exception) rather than between ourselves (as the manufacturer) 
and the Export-Import Bank. This 1 exception was an order for 960 cars in the 
amount of approximately $2,730,000 for the Chilean State Railways in 1946. 
In this single instance we carried 20 percent of the paper and the Export-Import 
Bank carried the remainder. All other orders were financed 100 percent by the 
Export-Import Bank and cars shipped against irrevocable letter of credit estab- 
lished in New York banks. 

The export freight-car market is of vital interest to our company—more vital 
to us than to any other American car builder. For example, between World 
Wars I and II our company manufactured approximately 40 percent of all freight 
cars exported from the United States (as determined from our production records 
and sales statistics of our competitors as reported in the trade magazine Railway 
Age). At the present time over 20 percent of our manufacturing backlog is 
Export-Import Bank financed and for the past year and a half we have also been 
negotiating with the state-operated Santos Jundiai Railroad, in Brazil, to supply 
cars under a $6 million Export-Import Bank loan granted over 16 months:ago. 
The placing of the Santos Jundiai order has been delayed for a number of reasons 
among which is the possibility that the World Bank will take over this loan. 
Should this occur, it is unlikely, under present conditions, that the required cars 
will be bought from an American car builder, but instead will probably be pur- 
chased in Europe. 

As a result of our large volume of sales through the years to foreign railroads, 
our production and engineering staffs have accumulated valuable know-how 
and experience necessary for the design and manufacture of all types of special 
cars required by foreign railroads. Our engineering and manufacturing knowledge 
in this field has been of considerable assistance to our Armed Forces during World 
War II and in the present hot and cold wars. During World War II practically 
our entire production facilities were allocated for the production of special 
cars for use by the United States Army in many foreign countries, and we are 
now completing order for 1,765 cars required by the United States Army 
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Transportation Corps, some of which we understand are destined for use in 
Korea. For these reasons it is our feeling that any factors which will in the 
future directly or indirectly affect the United States export freight-car market 
such as United States Government loan policy—will also directly affect our e ‘ 
freight-car sales to state-owned foreign railroads, and, therefore, indirectly to ¢ 
degree affect our Nation’s war potential because of the engineering and produe «the 
know-how required for the design and manufacture of foreign-type equipment 
needed by our Army and our allies in wartime. 

The Export-Import Bank has become increasingly important in our field during 

ie past few years for the following reasons: 

(1) A typical freight-car inquiry from state-operated foreign railroads amounts 
to $1 million to $3 million covering approximately 200 to 600 cars. 

(2) Due to shortage of dollars practically all foreign state-owned railroads 
cannot at the present time purchase United States manufactured equipment unless 
export-import credit is made available to them for the reason that regular credit 
channels in the United States will not undertake the credit risk primarily because 
of 

(a) Unsettled foreign political conditions, thereby resulting in too many 
unknown long-term factors. 

(b) Large dollar volume tied up in a single risk. 

Due to the above reasons, our company, over 6 years ago, adopted a policy 
regarding inquiries received from foreign state-owned railroads whereby we do 
not undertake any sales or engineering expense on a given inquiry until we have 
determined that the state-owned railroad in question has either received an 
Export-Import Bank loan for the cars needed or intends shortly to apply for an 
Export-Import Bank loan to cover the cars purchased; or, in a very few instances, 
has sufficient dollars to finance the purchase themselves. We found it necessary 
to adopt this policy as our sales and engineering development prior to the placing 
of an order sometimes extends over a period of years—working out operating 
and design details with the railroad’s operating and engineering departments. 
his, of course, involves considerable expense on our part, and we cannot assume 
this heavy expense unless we are certain that dollars have been made available 
for the ultimate car purchase by the Export-Import Bank or will shortly be 
applied for through the Export-Import Bank. 

With the above as background information, we are pleased to advise as follows 
with regard to the 10 questions outlined in your letter of September 3: 

(1) Covered above. 

(2) Yes. 

(3) Covered above. 

(4) Yes. 

(5) Yes. 

(6) None. 

(7) Our knowledge ‘is limited to our own field; and we feel very strongly 
that the Export-Import Bank has greatly aided our business since World War II. 

(8) Yes. 

(9) Covered below. 

(10) Covered below. 

It is difficult to answer questions 9 and 10 without taking into account press 
dispatches which have appeared in the newspapers in the past few months pointing 
out the possibility that certain functions of the Export-Import Bank might in the 
future be taken over by the World Bank. Of course, we can only express an 
opinion on this matter based upon experience limited to our own field. However, 
we feel that should lending power in the future be centralized in a world bank, 
this centralization of power will tend to result in increasing inefficiency of opera- 
tion due primarily to the possibility of decisions being reached on the basis of 
worldwide political expediency. We would prefer to rely upon a decentralized 
program responsible to the law of supply and demand and moral law with a 
minimum of United States or United Nations government regulation. A de- 
centralized program somewhat along the lines as proposed by Senator Murray— 
applicable to short- and long-term credits—wherein foreign loans would be insured 
by the Export-Import Bank has considerable merit because it will help to decen- 
tralize rather than centralize loan policy and operation; 

With regard to purchase of equipment in the United States under World Bank 
loans, we would suggest that you consider means whereby the recipients of World 
Bank loans would be required to place orders on an industry basis in the United 
States in proportion to the funds supplied the World Bank by the United States. 
For example, assuming that the United States is responsible for 50 percent of the 
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funds made available to the World Bank, then we feel it equitable that the United 
States freight-car-manufacturing industry receive 50 percent of the yearly dollar 
volume of freight cars purchased under World Bank loans—locomotive industry 
50 percent, truck industry 50 percent, ete. 

Summing up, we are of the opinion that: 

(1) The Export-Import Bank is to be commended for its constructive efforts 
through the years toward promoting world trade. 

(2) The Murray bill or other bill with similar provisions for insuring short- and 
long-term exchange risks will aid in the decentralization of loan policy and promote 
world trade. 

(3) Means should be found whereby recipients of World Bank loans will be 
required to place orders with each American industry in proportion to the funds 
“eee the World Bank by the United States. 

May we extend our sincere congratulations to you and your committee for the 
constructive approach you are following in this vital matter. 

Yours very truly, 
F. J. ScuroepeEr, 
Assistant Vice President. 


P. 8. For your information, we are pleased to enclose copy of our current 


Railroad Car Catalog illustrating various types of railroad cars which we have 
supplied the foreign market. 


F. J. 8. 


Marion Power Suove. Co., 


Marion, Ohio, October 22, 1958. 
Hon. Homer CaprEruart, 


Chairman, Committee on Banking and Currency, 
The United States Senate, Washington, D. C. 


Dear Sir: I have your letter of October 8. We welcome the opportunity on 
behalf of our company to advise you of our experience with the Export-Import 
Bank of Washington and the International Bank for Reconstruction and 
Development. 

Our company has been very active in international trade to the extent that we 
have, for many years, exported a large volume of our production, and in recent 
years, in excess of 20 percent of the dollar value of our output. We have, 
undoubtedly, gained material benefit from the activities of the Export-Import 
Bank and also from the World Bank. It should be noted, however, that conditions 
for international trading are changing rapidly and we, as manufacturers, are 
faced with most severe competition from European and Japanese manufacturers, 
as a result of their lower subsidized costs and government supported term payment 
conditions. Therefore, we feel it is imperative that certain changes be made in 
the operation of the Export-Import Bank to enable American manufacturers to 
compete on an equal and fair basis with those foreign competitors whom we have 
indirectly created or helped to gain a better foothold in the markets of the world. 
Our ideas on this subject in connection with the Export-Import Bank are reflected 
as follows in answer to your specific questions: 

1. Because the Export-Import Bank has not actually engaged to any great 
extent in the granting of loans to manufacturers, but has more or less confined 
its transactions to making loans to foreign governments, our contact with the 
bank has been mainly to find out in advance when loans would be made and what 
equipment would be purchased so that we might make the proper sales approach 
at the proper time, 

2. In most cases, our contact with the bank has been by personal call, although 
we have received fairly prompt replies to our correspondence with the bank. 
In many cases, however, the replies which we have received have not always been 
entirely satisfactory as there has been an apparent reluctance on the part of many 
officials of the bank to disseminate information directly to manufacturers who 
hope to benefit from business resulting from their export-import financing. 

3. We have never applied for a loan from the Export-Import Bank because 
prior investigations of our cases have always revealed that applications are handled 
so slowly and with so little chance of success that we never deemed the effort 
worth while. The need of a manufacturer to obtain a loan from the Export-Import 
Bank is to finance an order in the immediate future. If unnecessary delays are 
encountered in the processing of the loan, the customer always becomes dis- 
couraged and buys his equipment from a foreign source where credit facilities 
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are more immediately available, making it possible for him to obtain his equipment 
and get into operation in a much shorter time 

4, See paragraph 3. 

5. Although no credit has ever been authorized by the bank to this company, 
is known, as a result of our contact with foreign governments and with foreign 
customers, that credit applications are granted only after the most. lengthy 
administrative procedure involving months of delay. In many cases this delay 
has caused foreign governments or customers to seek other means of credit even 
though they might have to buy equipment in other countries as a result. 

6. Our complaint as to the Export-Import Bank’s activities is that manufac- 
turers in this country desperately need a source of term financing and guarantee 
of foreign credits to successfully maintain the export business which American 
industry has successfully built up in the last few years. In a few words, it amounts 
to this—American industries in the years following World War II successfully 
supplied a major portion of the capital equipment needs of the entire world. 
Such equipment was purchased by foreign governments and customers in foreign 
lands by means of dollars loaned and granted by the United States Government 
through one agency or another. The result has been a very great demand for 
the most modern and efficient equipment available in the world today in these 
foreign countries. However, this same foreign aid which our Government has 
sponsored has now created, or helped create, in many European countries and in 
Asia, manufacturers who are producing equipment of the type which we manu- 
facture. They are seeking to capture some of the markets which American 
industry has enjoyed. To do so, they are taking advantage of the growing dollar 
shortage by selling their machines in soft currencies and on long-term credits, 
ranging from 3 to 5 years, these credits being guaranteed by their governments 
in most instances. 

The American manufacturer cannot compete because he has no agency to help 
him absorb the risk of such business or to guarantee him or his customer con- 
vertibility of exchange. No individual manufacturer in the United States, 
Germany, England, Japan, or any other country can export large percentages of 
his production on 3- to 5-vear credit terms without the assistance of his govern- 
ment. The United States seems to be the only major manufacturing country 
whose government does nothing to assist its manufacturers in this way. 

In the case of our industry, the result is that many countries who have indus- 
tries Which require our type of equipment but cannot buy it because of a shortage 
of dollars, are creating inefficient industries who are now building very inferior 
equipment which could not compete on the world market except by the protection 
of nonconvertibility of their local currencies. It is, therefore, sincerely believed 
that our Export-{mport Bank should expand its activities to granting prompt and 
adequate loans to manufacturers and credit insurance facilities to enable our in- 
dustry to maintain its export markets and its present level of production. This 
is considered important when it is realized that American industry has so ex- 
panded its facilities and production to meet wartime demands and postwar inter- 
national demands that its export business has grown to such an extent that serious 
profit losses and growth of unemployment would result from a loss of export sales 
volume. 

7. As outlined in sey ae paragraphs, the Export-Import Bank has, in the 
past, aided in properly financing and facilitating the export-import trade of the 
United States, but now that the conditions have changed and have become more 
competitive, its facilities are woefully lacking to meet present requirements of 
exporting industries. 

8. The bank has undoubtedly assisted very greatly in the development and 
expansion of the economy of foreign countries and has increased their capacities 
to purchase United States exports. However, direct loans to manufacturers or 
to their specific customers, backed up by guarantees from the Export-Impecrt Bank 
that the manufacturers will be paid in full in dollars in a reasonably short time, 
are now absolutely necessary in lieu of loans directly to foreign governments 
and large foreign enterprise. 

9. We believe that the Export-Import Bank’s operating funds should be 
expanded as required to enable it to properly satisfy an increasing number of 
valid applications from United States exporters and importers. This could 
possibly be handled, not by the United States Treasury, but by the sale of securi- 
ties to the public and to presently established commercial banking institutions. 
It should be noted here that, although the International Bank for Reconstruc- 
tion and Development renders material assistance to American manufacturers 
in an indirect manner, it must also be international in its character and serve 
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the interests of many countries, while the Export-Import Bank is, and should 
be, directed toward assisting American manufacturers exclusively in an effort 
to enable United States manufacturers to compete on the world market and 
maintain our present level of production. 

10. Although the Export-Import Bank has facilitated the expansion of inter- 
navional trade in the past, it is believed that the above stated changes must be 
made to enable those American manufacturers who can most efficiently produce 
capital equipment for the world markets to continue their export trade and 
“pews it in the future. 

n our opinion, the function of the International Bank for Reconstruction and 
Development, or World Bank, must make loans to applicants which will enable 
them to buy equipment in other countries as well as in the United States. Be- 
cause of its international character, and because of the need for expanded pro- 
duction of certain types of goods in other countries, it must submit to the pressure 
of the countries who comprise its membership to grant loans in currencies which 
enable our customers to buy foreign built excavators. The factors which control 
these activities are not those of free economy, but those of political pressure and 
private interests. It is, therefore, necessary that American manufacturers be 
assisted by an institution which is purely American and devoted to the expansion 
of American exports. Today it is essential that equipment be sold on credit 
terms and, lacking free convertibility of exchange in the world, we require an 
institution whose size and operations would enable it to guarantee convertibility 
of exchange to the manufacturer. 

We would like to add that we will be very pleased to assist in aay way with 
your committee’s activities in your efforts to bring about an improvement in 
the functioaing of the Export-Import Bank to enable our company, and others 
like us, to retain and expand our export business which is rapidly diminishing 
today because of term financing by our foreign competitors-—such term financing 
and credit guarantees being provided by their governments. 

Siacerely yours, 


R. M. Bessom, Export Manager. 


Artaur G. McKergr & Co., 


Cleveland, Ohio, December 14, 19538. 
Hon. Homer E. Capexart, 


Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Senator Capenart: Upon returning to our Cleveland office in October, 
I found that reply to your letter and questionnaire regarding our company’s rela- 
tions with the Export-Import Bank had been postponed until it could be prepared 
by me. We had heard from our Washington representative that studies of your 
committee would continue throughout the fall and that the value of information 
supplied by us would not be impaired by this delay in sending it. 

As a background for our answers to the various questions in your letter I would 
like to state briefly the nature of our business. Arthur G. McKee & Co. are 
primarily engineers and contractors specializing in the design and construction 
of plants and equipment for the iron and steel and the petroleum industries. The 
company has been in existence for about 50 years and almost from its beginning 
has taken some foreign contracts, but steady increase in the number of these has 
resulted in our now doing from 20 to 25 percent of our work for clients in countries 
other than the United States. We have been particularly active in Canada, the 
United Kingdom, India, Mexico, and the South American Republics and, also, 
to a lesser extent, in other countries. 

For the past 25 years, because of lengthy and broad experience in serving the 
iron and steel industry, we have been repeatedly called upon to serve as consult- 
ants in that field and have made investigations and reports for most of the larger 
American producing companies as well as for many foreign ones. Our consulting 
services have also been used by foreign and American government agencies, 
among the latter, the Defense Plant Corporation, Reconstruction Finance Cor- 
poration, and the Export-Import Bank. 

It is perhaps important to note that we do not, ourselves, manufacture materials, 
machinery, or equipment or shop-fabricate structures. Our fees for consulting, 
designing, and field construction represent only a small percentage of the total 
cost of the plants which are built by our firm. Our position, however, has enabled 
us to channel several hundred million dollars’ worth of work into the shops of 
American manufacturers. 


Sor 
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Insofar as our knowledge of the bank’s activities could be gained by our par- 
ticipation in a few of the projects that have been supported "by loans from the 
bank, we have prepare sd answers to your questionnaire of September 3 and submit 
them es follows 

Question No, 1. The nature and purpose of your contact with the bank. 

The nature of our work with the Export-Import Pank has been principally 
consultation in connection with iron and steel projects and petroleum projects 
for Which it has made loans or for which it has had loan applications. 

In one case, that of the loan to Companhia Siderurgica, Nacional (Steel Com- 
pany of Brazil), we have also acted as examiners of billings made against the 
company by suppliers of materials and equipment and were charged with seeing 
thet the items purchased were essential to the project and for the purposes 
specified in the bank’s loan agreement with the borrower. 

Question No. 2. If you had correspondence with the bank, did you receive 
prompt and satisfactory replies? 

We have had correspondence with the bank officials almost since the bank was 
opened for business and, so far as our experience is concerned, their handling of 
queries on our part has been exceptionally prompt and satisfactory. 

Question No. 3. Have you ever applied for a loan from the E xport-Import Bank? 

We have never applied to the Export-Import Bank for a loan. We have had 
contracts for engineering services, however, with foreign firms who had obtained 
loans or intended to apply for loans. When our services have been in connection 
with projects supported by Export-Import Bank funds, we have had an oppor- 
tunity to see that expenditures were made in accordance with the bank’s policies 
and in the best interests of the American taxpayers, who in the last analysis pro- 
vide the funds. When serving clients who have had the intention of applying for 
loans, we have been able to form an opinion as to whether the purposes of the loan 
would be worthy of consideration by the bank and in the best interests of the 
United States. "We have thus been able to observe something about the operations 
of the bank from the viewpoints of both the lender and the borrower. 

Question No. 4. If so, has your application been granted or denied? Was it 
handled in a courteous and expeditious manner? 

We ean only say that applications made by others that we know of have not 
only been handled courteously and expeditiously but, also, with care as to the 
desirability of the loan and the chances of its being repaid. 

Question No. 5. If a credit was authorized, was it administered by the Export- 
Import Bank in an efficient manner? 

The credits authorized for companies that have also employed our firm as 
consultants, engineers, or contractors have been administered by the bank 
efficiently and carefully. 

Question No. 6. Have you any specific complaints about the operations of the 
Export-Import Bank? 

Having had no loans from the bank ourselves we have no complaints. We have 
heard our clients complain at times that expenditures made under their loan agree- 
nients have been too closely scrutinized by the bank but, in most of the cases that 
we know about, we believe the bank has not only been justified but has acted in 
the best interest of the borrower as well as that of the bank. 

Question No. 7. Has the Export-Import Bank aided or failed in properly financ- 
ing and facilitating the export-import trade of the United States? 

Although our knowledge of the effects of the bank’s activities is somewhat 
limited by the small number and specialized nature of the projects with which we 
are familiar, we can say that in regard to iron and steel plant projects the loans 
made by the bank have been of great value to American manufacturers of heav y 
and light machinery. Foreign orders for more than $100 million worth of materials 
and equipment have been placed with American firms as a result of such loans for 
just two such projects in South America. Except for the part played by the bank 
such exports could not have been made. Either the projects would not have been 
carried out or the business would have gone to suppliers in foreign countries, 
where financing arrangements similar to those made by the Export-Import Bank 
can be had. 

As an example of the importance of the Export-Import Bank to the foreign trade 
of American firms, the only sizable steel plant project in South America for which 
the bank would not make a loan was financed by the Bank of Paris in support of 
French manufacturers. About $30 million in orders were thus lost to our firms 
since the borrower would much prefer to have had American materials and equip- 
ment. 

Question No. 8 (a). Has the bank assisted in developing and expanding the 
economy of foreign countries? 
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Here again, we can testify as to the bank’s operations in only a few cases. 
However, if they may be considered typical examples, we would say that the bank’s 
loans to foreign countries have been tremendously helpful in developing and 
expanding the economy of those countries. 

Prior to the building of the Volta Redonda plant, the Brazilians were obliged 
to import practically all of their basic steel requirements. Some small bars were 
manufactured domestically but no large structurals, rails, sheets, or tinplate. 
This situation imposed a double handicap upon their economy, the first being a 
limitation on the use of steel for buildings, railways, and fabricating plants, the 
second, a severe drain upon foreign credit balances from being obliged to purchase 
all of these basic steel materials abroad. 

The Export-Import Bank loan enabled the Brazilians to manufacture these 
items in their own country from their own raw materials. Instead of spending 
dollars or pounds, consumers were able to defray the cost of basic steel products 
with cruzeiros. It then became possible, for the first time, to repair railways and 
bridges and to build new ones, to consider the use of steel in place of concrete for 
buildings, and to support the canning industry and the manufacture of car, truck, 
and bus bodies, as well as metal furniture and many other articles made from 
sheets, all without the necessity of dollar or sterling expenditures. Anyone who 
has visited Brazil before and after the Volta Redonda plant was built can testify 
to the rapid growth of building, transportation, and fabricating industries which 
has occurred during this period of time, primarily due to the creation of a domestic 
source of supply for steel. 

The Volta Redonda plant alone produces annually over 400,000 tons of steel, 
which, if purchased with foreign currency, would cost the equivalent of more than 
$60 million. Other projects supported by Export-Import Bank loans, which have 
undoubtedly assisted in developing and expanding the economy of Brazil, have 
been those for the Rio Doce Valley development and for other undertakings that 
involved the improvement of transportation facilities. Together, they have 
enabled Brazil to increase her exports of iron ore from about 300,000 tons annually 
to about 1,300,000 (in 1950) and it is now possible to increase this figure to more 
than 3 million tons. This means another increment of from 10 to 27 million 
dollars that can be added annually to the credit side of Brazil’s foreign exchange 
balance. The effects of these and the steel-plant loans upon Brazil’s foreign 
trade position should not be otherwise than highly beneficial. 

According to the statistics compiled by the National Industrial Conference 
Board, the total trade of Brazil with the United States in 1934, the year when the 
Export-Import Bank began operations, amounted in value to $131 million, of 
which $40 million were imports and $91 million were exports. In 1950, 16 years 
after the bank had been in operation, the value of imports amounted to $343 
million and exports $714 million, a total of $1,057 million, or an increase in total 
foreign trade with the United States of approximately 700 percent. Other 
factors, including inflation in Brazil, as well as elsewhere in the world, account 
for part of this increase in Brazil’s foreign trade but there can be no doubt about 
the Export-Import Bank loans being a major factor. 

Question No. 8 (b). Has it increased their capacity to purchase United States 
exports? 

i previously indicated, the value of United States exports to Brazil increased 
from $40 million in 1934 to $343 million in 1950. Again, allowances must be 
made for inflation and the effects of the war upon the ability of other countries 
to export. Nevertheless, the increase in our exports of almost 800 percent during 
the period of the bank’s operations would seem to confirm our belief that loans to 
Brazil for the projects with which we are familiar have greatly increased the 
overall marketing of United States products in that country. 

It is shown by statistics that our largest foreign customers are in countries that 
are best equipped for the production of basic materials such as steel. Without 
steel, the natural resources of any country cannot be fully exploited and the buying 
20wers of such a country will be correspondingly limited. And, while the Export- 

mport Bank loans have relieved Brazil of the necessity of purchasing most of 
her basic steel materials abroad, they have not, contrary to the fear of some 
Americans, brought about a reduction in the market in that country for the 
products of the United States, not even the market for steel products if all cate- 
gories of these are taken into consideration. They have enabled Brazil to buy 
more steel, particularly in its highly finished forms such as rolling stock for 
railways, automotive vehicles, construction equipment, machine tools, and 
hundreds of smaller articles that are principally fabricated of iron and steel parts. 

In the Economic Almanac for 1952 (National Industrial Conference Board) are 
compared the exports to Latin American Republics from the United States in 
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the years 1938 and 1950. In 1938, 4 years after the opening of the Export-Import 
Bank, the value of iron and steel mill products exported Was $39 million, 8.1 
percent of the value of all exports to the Latin American Republics, and in 1950, 
$142 million or 6.7 percent of all exports. In 1938, the combined value of machin- 
ery and automobiles, which are fabricated principally of iron and steel, was $180 
million or 37.5 percent of total exports, and in 1950 was $983 million or 48.5 
percent of the total. 

Question No. 9. Have you any suggestions for changes or alterations in the 
policy or operations of the Export-Import Bank? 

Under the policy of the present administration, it will be difficult, if not impos- 
sible, for the bank to make new loans abroad and promote foreign trade to the 
same extent as previously. No fresh funds are being provided from the Treasury 
and the proceeds from old loans are either being returned to the Treasury, used 
to refund foreign credits extended by private firms or other agencies, or used to 
insure credits granted by American firms. While the decision not to provide 
additional capital from the Treasury can probably be justified as a temporary 
help in balancing the national budget, it does not seem right or wise to divert the 
earnings and earned surplus of the bank into channels that do not directly lead 
to the expansion of our foreign trade. 

We believe that the bank should not make a regular practice of bailing out old 
loans, some good and some not so good, as in the recent grant of a $300 million 
loan to Brazil, but that all loans by the bank should be made, as they have been 
in the past, only after careful examination by its own technical and economic staff. 
We believe that the success of the bank has been largely due to the excellent work 
of its examiners and its adherence generally to good banking principals. 

Further, we believe that the bank should not broadly attempt to insure the 
loans of private firms, other banks or other Government agencies, or that it should 
be obliged to make loans primarily in support of the policies of our State Depart- 
ment or Defense Department. 

We feel that the record of the bank has fully demonstrated its success in accom- 
plishing the purpose for which it was created, the promotion of foreign trade, and 
that it can continue to fulfill this purpose with little or no further drain upon the 
Treasury, provided it is permitted to use its accumulated surplus and the repay- 
ment of principal on its previous loans for making new loans in accordance with its 
policies prior to 1953. Also, to the extent that it is needed, fresh money may be 
provided at least in part by disposing of some of the Export-Import Bank’s notes 
to private banks for discounting. This has been a practice of the Export-Import 
Bank in previous years and would seem also to meet the requests of the private 
banks to participate while reserving to the Export-Import Bank the right and 
responsibility of seeing that the loans are properly secured. 

Until the bank’s policy was recently changed, the only thing that we felt might 
be wrong about it was the nature of what seemed to be a working agreement with 
the World Bank. We understand that the Export-Import Bank will not entertain 
loan applications from parties attempting to negotiate loans with the World Bank 
or that may have previously attempted to secure loans from the World Bank for 
the same purposes. As a consequence, some borrowers that would prefer to do 
business with American firms are discouraged from doing so. If they are able 
to secure loans from the World Bank only, there is no assurance that the proceeds 
of the loans will be spent in the United States. The proceeds of loans from the 
Export-Import Bank must be spent for American supplies or services. 

In our opinion, the Export-Import Bank should not be prevented except for 
reasons of national security, from doing business with any potential borrowers if 
loans to such are commercially sound and will promote the foreign trade of the 
United States. Especially, the Export-Import Bank’s decision as to whether 
or not it will make a loan should not be made contingent upon the attitude of the 
World Bank toward such loans. The capital of the Export-Import Bank is 
provided by the American taxpayers and no partly foreign agency should have 
the right to prevent such funds being used to the best advantage of Americans. 

Question No. 10. Has the Export-Import Bank facilitated the expansion of 
international trade in the past, and if so, how can it more adequately expand 
it in the future? 

It seems to us that the best answer to this question is found in the semiannual 
reports of the bank. Since its inception in 1934, the total of credits extended by 
the bank to December 31, 1952, amounted to about $6 billion and in 1952 credits 
were being authorized at the rate of about $600 million per year. Practically all 
of these credits would eventually be directly used for purchases of American 
materials, equipment, and services. In current years they would represent approx- 
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imately 6 percent of the total export business of the United States, and this is 
export business that could not otherwise have been had. It would probably 
represent a much higher percentage of exports if shipments of goods made under 
more or less gratuitous arrangements were excluded from the total. 

But the indirect and long-term effects of the Export-Import Bank loans are no 
doubt of even greater importance than the direct increases in foreign trade resulting 
from them. Loans such as the ones our firm has had to do with have been for the 
purpose of increasing the produectiveness of the borrowing countries for basic 
materials, and have consequently increased their national wealth and purchasing 
power, as we have shown in the case of the loans to Brazil. 

Moreover, the nature of the Export-Import Bank agreements has provided 
for the exporting of American technical and economic know-how as well as 
American materials and equipment and, in this respect, has met the objectives 
of the point 4 program—even more effectively, in our opinion, than the direct 
efforts of the point 4 workers. Thus, the bank loans have implanted abroad a 
knowledge of the quality and value of American methods an machinery and 
created a desire for more of American services and American goods. 

The amount of foreign exchange required for establishing a basic industrial 
plant, such as one for the production of iron and steel, is more than some coun- 
tries can obtain except through foreign loans. In such cases, prior to the creation 
of the Export-Import Bank, engineering firms, such as ours, and hundreds of 
American manufacturers deriving work from such projects, were seriously handi- 
capped by inability to offer long-term credits. They could not compete in this 
respect with suppliers that were supported and sometimes subsidized by financing 
agencies that had been set up by the British and German Governments. Similar 
support for their foreign trade is now provided by the French Government 

After the establishment of the Export-Import Bank and under the conditions 
of the Export-Import Bank loan agreements, Americans have been able to com- 
pete successfully for such business without danger of major losses to individual 
companies. Moreover, this has been done without cost to the Government or 
the need of subsidies. 

Curtailment or limitation of the bank’s activities, as seems to be likely under 
the policy of the present administration, threatens to again place American 
firms at a disadvantage in foreign trade, which is contrary to the stated inten- 
tions of Congress in creating the bank. It seems unlikely that Congress or the 
executive branch of our Government desires to reverse its previous position and 
its previous action with respect to promotion of foreign trade, and we trust that 
this letter of answers to your questions will help your committee to decide that 
the Export-Import Bank should be authorized and instructed to readopt the 
policies and practices that have enabled the bank officials to so effectively and 
profitably fulfill the purposes for which the bank was created. 

Yours very truly, 
Wm. A. Haven. 


Tue Ovtver Corp., 


Washington, D. C., October 14, 1958. 
Hon. Homer FE. Carrnart, 


United States Senate, 
Washington, D. C. 


My Dear Senator Carenart: I refer to your letter of September 3, 1953, 
concerning the study by the Committee on Banking and Currency of the opera- 
tions of the Export-Import Bank of Washington. I am pleased to incorporate 
herein the answers to the questions as detailed in your letter and in the order 
requested. 

I. Throughout the period of existence of the Export-Import Bank, the nature 
and purpose of the contacts which the Oliver Corp. has made, have been in the 
main to obtain information concerning loaning policies and procedures of the bank. 

2. Correspondence with the Export-Import Bank of Washington has been 
handled promptly and satisfactorily. 

3. The Oliver Corp. has never applied for a loan from the Export-Import 
Bank of Washington. 

4. Not applicable. 

5. Not applicable. 

6. We have no specific complaint about the operations of the Export-Import 
Bank, except that we believe that the bank, unJer its charter, could expand its 
service to individual export-import transacticns carried on through regular 
channels of trade in foreign countries. 
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as 7. The bank has not failed in properly financing and facilitating the export- 
; import trade of the United States. 

Z 8. Yes. The bank has increased the capacity of certain foreign countries to 
- purchase United States exports. 


9. We believe that the bank can expand its service by the development of 
policies and procedures which would make funds and credit guaranties available 


4 for American export transactions to meet foreign-credit competition where such 
ig credit is not now available through regular commercial banks; or when such 
4 export-import transaction is desirable for improving the economy of the importing 
i country. 


10. Covered by answers to questions 8 and 9. 

To further assist you and your committee in this study, we would like to show 
the importance of export business to the Oliver Corp. As you will note from the 
attached exhibit A, the percentage of Oliver’s export sales to its total sales during 
the years immediately preceding World War II varied from about 10 percent to 
13 percent. Since the war this percentage has been maintained between 15 and 
18 percent. 

The margin of profit from our export trade is the same as the margin of profit 
on domestic sales. This is because we use the identical price structure in export 
ig sales as in domestic sales, adding only, for the account of the export distributors, 
7 the actual costs of export boxing, inland transportation costs, port clearance 

charges, and ocean freight. 

With respect to employment, our employment increases or decreases in direct 
relationship to the increase or decrease in total sales, including export sales. 
Additional exhibits are attached hereto and we explain them as follows: 
€ Exhibit B attached will indicate the present trend in export sales. You will 
4 note that for the first 9 months of 1953 export sales have been 39.4 percent below 

the like period of 1952. 

The trend of export sales as compared with domestic sales is also shown in 

exhibit B in which you will note that for the first 9 months of 1953 domestic 


‘ sales were 22.7 percent below the same period of 1952. 

; For an indication of the trend of its export sales with respect to specific countries 
i of destination, please be referred to exhibit C which sets forth the percent of its 
3 total export sales which went to nine areas throughout the world. 

4 As to the trend in competition, our remarks cover foreign competition only. 


1. Price.—Foreign price competition appears to be solely dependent upon the 
area in which competition is concentrating. As an example, in areas of heavy 
concentration by foreign competition, we will find price differentials of as great 
as 25 percent below American made farm and industrial machinery. Worldwide 
price standardization does not appear to be present on foreign manufactured 
products. 

2. Credit.—Oliver’s export business has been adversely affected by credit 
terms being granted in foreign markets by machinery exporters of other countries. 
We find the overseas supplier is offering extended payments for a period of from 
2 years up to 4, with downpayments ranging from 20 to 25 percent, and in some 
instances, downpayments of below this figure and terms extended up to 5 years. 
It is the opinion of the Oliver Corp. that overseas suppliers are receiving assistance 
in various forms from their governments, enabling them to offer terms which 
American exporters cannot meet. The mechanics of this assistance, in whatever 


F form they may be, are unknown and unavailable to this corporation, although 


we are pursuing this study. 
Other factors which are affecting United States exports of farm tractors and 


at machinery are these: 


1. Some foreign countries through trade treaties and barter agreements have 
provided for importation of tractors and farm machinery. Among the more 
recent of these trade treaties are those that have been negotiated between Russia 
and Argentina, between Brazil and Italy, and between Argentina and Chile. 

2. The foreign exporting countries that are giving the Oliver Corp. the most 
serious competition abroad are the United Kingdom, France, Germany, Italy, 
and Switzerland. Russia is also entering the world market, and competition is 
developing from other countries behind the Iron Curtain, 

The trend in the overall general business of the Oliver Corp. may be described 
as follows: 

A. Sales.—Oliver sales for the first 9 months of 1953 are down 26 percent from 
the like period of 1952. The above comparison does not include sales of defense 
products or products manufactured by the A. B. Farquhar division of the Oliver 
Corp. The A. B. Farquhar division is a recent acquisition of the Oliver Corp. 
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B. Profits.—Total profits of Oliver are down 65.3 percent in the first 9 months 
of 1953 in comparison with the same period of 1952. In this comparison, defense 
business and the business of the A. B. Farquhar division are included. 

C. Employment.—Reference is made to exhibit D which points out the general 
trend and reflects a steady decline in farm machinery production workers and an 
increasing number of employees engaged in defense operations. 

D. Inventory.—The inventory of the Oliver Corp. relating to regular products 
shows an increase of 3 percent from July 31, 1952, through July 31, 1953. 

Zs Orders on hand.—The corporation does not operate on the basis of backlog 
orders. 

We believe the material submitted is complete. However, should additional 


information or clarification be required, it will be a pleasure to assist you and your 
committee. 


Sincerely yours, 
C. R. Henry, Manager. 


B. Permit & Sons, INc., 


Framingham, Mass., September 30, 1953. 
Hon Homer BE. Capenart, 


Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


My Dear Senator: As the full-time special representative in Washington for 
B. Perini & Sons, Inc., there follows my remarks and ideas on the operations of 
Export-Import Bank and the International Bank. The format of my reply 
follows the items in your communication. 

1. My contacts with both banks dealt with obtaining information on projects 
that might involve heavy construction. 

2. My dealings consisted of personal calls rather than correspondence. 

3, 4, 5, and 6. We have never applied for an Export-Import Bank loan. 

7. We are not competent to venture an answer to this question if limited to the 
movement of trade goods. 

8. I do not think Export-Import Bank materially increases or expands the 
economy of foreign countries. Nor does it greatly increase their capacity to 
purchase United States exports. 

9. Export-import Bank’s policies should permit greater aid to projects which 
improve the physical plant of a given foreign area. I mean specifically highways, 
standardization of railways, water transportation, electric power, and port facili- 
ties. Export-Import Bank should not leave this area of activity solely as the pre- 
rogative of the International Bank. What is the use of health and education 
programs, and agricultural resettlement schemes, if, say in Peru, the surface trans- 
port is not available as the medium for servicing these movements? As proven 
by the United States farm-to-market roads, increased trade (better living) flows 
only when economical, all-weather transport is available. There is no incentive 
to raise more crops or make more goods unless you can sell the surplus over and 
above a subsistence existence, whether it be potatoes, pigs, or baskets. United 
States goods are prohibitive in Bogoté because of the many transshipments re- 
quired on the route from port to this capital city. This was true in the days of 
the Foreign Economic Administration—it is true today. 

The story repeats itself on the eastern slope of the Andes in Peru, Bolivia, 
Brazil, and Paraguay. 

The same is true regarding the San Francisco Valley in Brazil, and to the 
southwest, in the States of Rio Grande do Sul and Paranda. 

As in our own West, as in Canada, unless the South American countries are 
assisted in connecting up their rail nets, their power grids, and their highway 
systems they will continue to have islands of progress such as Rio de Janiero, Sao 
Paulo, Montevideo, Buenos Aires, and Caracas. 

10- Export-Import Bank may have assisted trade—the so-called commercial 
trade of the myriad export import companies (soft and hard goods), but its opera- 
tions are not, thereby, opening up—they do not bring enough new areas into 
the internal trade pattern. Until United States internal transport became 
abundant we did not have our own huge capital making internal trade. 

Our privately endowed funds have done a good job on some projects of a 
humanitarian nature, but you can get advancing or permeating rural education 
and health benefits—and internal trade—only on surface transport. When 
farmer Jones or Rodriguez is connected up beyond the limitations imposed by 


foot or animal transport he goes places because you give him a crack at hope and 
ambition. 
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After many years in local, State, and Government work (Federal Works, FEA, 
Public Roads, and some time in Austria for the State Department) I am skeptical 
of social progress schemes as the generator of business initiative. Domestic and 
intercountry trade flows in any area, short of war, provided the political climate 
is peaceful and provided the communications—the physical plant is adequate. 
Right after the war, in 1945, as the transportation expert in Austria, I was asked 
if the Swiss would be allowed to make a lift of pulp logs from below the Iron 
Gates on the lower Danube, then up the Danube and then by rail to Switzerland. 
The answer was obvious—they could because the facilities existed—but the 
Russians said nay. 

Your committee may have heard all these things—and the South American 
countries may have been commissioned to death—but there is such a thing as 
orderly, nondisruptive development of business if it rides on the back of adequate 
transport. 

Export-Import Bank should pursue a policy of always increasing the physical 
plant in its area of operations. They are the preferred agency for executing 
American assisted construction programs in South American countries. 

Your correspondent is available to the committee if it so desires. My personal 
references are Senator Saltonstall and Secretary Weeks. 

Very truly yours, 
JamMEs LUCHINI, 
Special Representative. 





Tue Permurtitr Co., 
New York 36, N. Y., October 19, 1958. 
Hon. Homer E. Caprenarrt, 
Committee on Banking and Currency, 
United States Senate, Washington, D. C, 

Dear Srre: Since receipt of your letter of September 3, we have been giving 
considerable thought to the subject it raises, namely, the relative value of the 
Import-Export Bank and the International Bank for Reconstruction and Develop- 


ment 
I am using the same order for my replies as that in which your questions are 


put. 
1. We have had two prime contacts involving the Export-Import Bank. We 
have had no direct contacts with the International Bank for Reconstruction and 
Development. Our first contact with Export-Import Bank was in 1936 in con- 
nection with the design and manufacture of a filtration plant for the city of Vera 
Cruz, Mexico. In that case the bank discounted paper which we had accepted in 
partial payment. The second case was in 1950 and had to do with the design and 
manufacture of equipment for the filtration plant for the city of Tampico, Mexico. 
In this case our relationship was not directly with the bank, for the project was 
financed by a a loan to the government of Mexico by Export-Import Bank. 
Besides the cases of the two credits mentioned with which we were more or less 
directly connected, we have received benefits from a number of other loans where 
we were a subcontractor rather than a prime contractor. 

2. Any correspondence that we have had with the Export-Import Bank received 
prompt and satisfactory reply. 

3. We have never applied for a loan from the Export-Import Bank except as our 
relationships with the bank described n (1) above might be so interpreted. 

4. In all our contacts with the bank we found their people most courteous and 
our business was handled expeditiously. 

5. We have absolutely no cause to take exception to the manner in which 
credits or loans in which we were concerned were handled by the bank. 

6. We have no complaints about the operations. of the bank. 

7. It is our opinion that the Export-Import Bank has greatly aided in financing 
and facilitating the export-import trade of the United States. We would say 
further that without it the American equipment manufacturer would be at a 
great disadvantage in competing with exporters of countries where the govern- 
ment directly or indirectly finances or guarantees. 

8. In all of these cases we believe the bank assisted materially in developing and 
expanding the economy of the foreign countries. We can point out, among other 
instances, the steel mills in Brazil and Chile and the fertilizer plant in Mexico. 
We are sure that these and other projects financed under Export-Import Bank 
loans have increased the capacity of these countries to purchase United States 
exports in other categories. 
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9. It is our opinion the changes effected under recommendations of the Hoover 
Reorganization Plan a few months ago should be rescinded and the form, structure, 
— purposes of the bank should revert to the conditions existing prior to that 
change. 

10. The Export-Import Bank is badly needed by American industry in the 
form in which it existed up until about 6 months ago, and it is recommended that 
its facilities and functions be expanded to the point where the American exporter 
is provided with all the facilities provided to the British exporter by the Birtish 
Board of Trade, the German exporter by his government, and to the exporters 
of most large countries by their government. 

While | do not know how much more can be contributed to your studies, I will 
gladly testify before you committee. 

In conclusion may I summarize by the statement that the Export-Import Bank 
is not only needed by American Industry and American exporter, but it is vital to 
them. The International Bank is of little help and, in fact, is considered by many 
as a hinderance. In all the projects financed by the International Bank which we 
have encountered the negotiations have given the appearance that the Interna- 
tional Bank prefers purchases made anywhere but in the United States. 

Very truly yours, 
Tuomas P. Browne, 
Export Manager. 


THE QUAKER Oats Co., 


Chicago, Ill., September 9, 1958. 
Re: Senate Resolution 25. 


Mr. Henry F. Ho.truusen, 
General Counsel, 
Committee on Banking and Currency, 
Washington, D.C. 

Dear Mr. Hovrausen: Your kind letter of August 23 to Mr. John R. Murray 
has been referred to me 

In my capcity as foreign manager and also up to very recently as chairman of the 
international trade committee of the Illinois Manufacturers Association, which 
represents most of the industry of this State, I am aware of the feelings of our 
people who are deeply concerned with the development, maintenance, and conduct 
of our international trade. Bluntly speaking, we do not feel that the financing 
policies, particularly of the Export-Import Bank have been directed to this end 
or that they carry out such statutory objectives. 

I say this because the report to Congress of the Export-Import Bank for the 
period July-December 1952 shows that the bank’s activities are concentrated on 
making loans to foreign government’s and foreign enterprises, rather than to 
American enterprises for the promotion of the export and import trade of the 
United States: in fact, the report states tha, in carrying out its statutory objective 
to aid in the financing and to facilitate the foreign trade of the United States it has, 
during the past year, ‘continued to develop abroad resources of strategic and raw 
materials required in our defense effort and by our expanding industry.” A sub- 
stantial portion of the bank’s commitments in the past year have been connected 
with the development of strategic materials, some of these loans having long-term 
implications beyond the immediate demands of the defense program. 

During the past 6 months ended December 31, 1952, it appears that loans to 
the United States companies amounted to only $98,000 out of a total of $183,265,- 
000. In other words, loans made to American companies amounted to only 
one-twentieth of 1 percent. 

The purpose of the Export-Import Bank was set forth in the Export-Import 
Bank Act of 1945, amended in 1947, as follows: 

“The objects and purposes of the bank shall be to aid in financing and to fac'li- 
tate exports and imports and the exchange of commodities between the United 
States or any of its Territories or nationals thereof.” 

We feel that the activities of the Export-Import Bank should be concentrated 
on the financing of exports from the United States and imports into the United 
States through loans to United States companies and individuals who cannot ob- 
tain credit facilities from commercial banks because of the terms and duration 
of the credits, and that the Export-Import Bank should not, however, compete 
with private capital and should not extend loans when private credit is available 
in adequate amounts and on reasonable terms. 

We also feel that the function of the Export-Import Bank should be concerned 
with making loans to American companies for investment abroad, with guaranties 
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against expropriation, repatriation of capital over a reasonable period of time, 
and also a reasonable return of profit. I personally feel, and I am quite sure that 
industry in general will agree, that the functions of the Export-Import Bank should 
be confined to these activities and will thus serve the best interests of our country. 
ry We would also further recommend that the financing of foreign projects for 
the development of raw materials required by our defense effort should be trans- 
ferred to the State and Defense Departments, and any long range advances be- 
yond the immediate demands of the defense program should be made by the 
International Bank for Reconstruction and Development, which was organized 
for such purpose. 

Something must be done to maintain our high level of international trade. I 
think it is needless to point out its tremendous impact on the economy and well- 
being of our Nation, and if the Export-Import Bank would operate as we have 
suggested, it would justify itself as a real tool for the benefit of our entire industry 
and people as a whole. 

I have tried to give Senator Capehart and his committee constructive criticism, 
also suggestions for the function of the bank which I feel should be helpful. 

Thanking you for this opportunity, I am 

Yours sincerely, 


VF: one 


G 
4 
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G. C. Wurpp.e, 
Manager, Foreign Department. 


Reip & Priest, 
New York, N. Y., September 18, 1958. 
Hon. Homer E. Capenanrt, 
Chairman of the Committee on Banking and Currency, 
United States Senate, Washington, D. C. 
Dear Senator Caprenart: I am pleased to acknowledge receipt of your letter 
dated September 3, 1953, in which you make certain inquiries concerning my con- 





$ tact with the Export-Import Bank of Washington. For convenience of reference 
your inquiries are reproduced below, followed in each instance by my answers 

5 thereto. 

i 1. The nature or purpose of your contact with the bank. 


The legal firm of Reid & Priest, of which I am a member, is and for many years 
has been counsel for the American & Foreign Power Co., Inc., utility system. As 
you probably know, American & Foreign Power Co., Inc., is a holding company 
for subsidiaries operating in 11 Latin-American countries and in Shanghai, China, 
although the Shanghai property is now under the physical control of the Chinese 
Communist Government. Beginning in 1948 and continuing up to the present 
time, Mr. Edwin D. Ford, Jr., who is the Reid & Priest partner in charge of inter- 
national matters, and 1 or 2 other of my associates, and I, have had substantial 

contact with the bank, in the aforementioned capacity, in connection with the 
granting by the bank of a total of approximately $62 million of credits to the 
Brazilian and Cuban subsidiaries of American & Foreign Power Co. One or more 
of us has also participated from time to time in discussions with the bank concern- 
ing pending loan applications by the American & Foreign Power Co. subsidiaries 
operating in Costa Rica, Cuba, Ecuader, and Panama. We have also discussed 
t with the bank from time to time various matters in connection with previous 
loan applications filed by the subsidiaries operating in Chile, Guatemala, and 
Mexico. These applications were contingent upon certain local conditions being 
met which have not yet been fulfilled and the applications have not been further 
processed. 

2. If you had correspondence with the bank did you receive prompt and 
satisfactory replies? 
We have had considerable correspondence with the bank and our letters were 
5 answered with all the promptitude that anyone would have a right to expect if 
a allowance is made for the relative magnitude of the matter under discussion. I 
a should hesitate to say that any banker’s retly is every entirely satisfactory to a 
; borrower or would-be borrower, but I think the Export-Import Bank always 
, gave careful consideration to our suggestions or requests. We found the bank’s 
people to be good, conservative bankers, with a watchful eye on the taxpayer’s 
money, but not unreasonable. 

3. Have you ever applied for a loan from the Export-Import Bank? 

No. However, my associates and I, as lawyers, have assisted American & 
Foreign Power Co., Inc., and various of its subsidiary companies in connection 


Na hts nae 
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with applications for loans by the bank to such subsidiary companies, as more 
fully explained in the answer to question 1, above. 

4. If so, has your application been granted or denied? Was it handled in a 
courteous and expeditious manner? 

As explained in the answer to question 1, above, some of the loan applications 
of the American & Foreign Power Co. subsidiaries were granted, some have not 
been finally processed due to the failure of local conditions to develop in a satis- 
factory manner, and four have been processed but are still pending. All loan 
applications to the bank with which I am familiar were handled in a courteous 
manner and, in my opinion, as expeditiously as the circumstances permitted. 
Members of the staff at the bank were unsparing with their time and on many 
occasions worked until late hours and on holidays with my associates and me in 
order to try to expedite the matter under consideration at the time. 

5. If a credit was authorized was it administered by the Export-Import Bank 
in an efficient manner? 

Yes. 

6. Have you any specific complaints about the operations of the Export-Import 

Sank? 

No. On the contrary, I commend the officials and staff of the bank for doing 
a fine job. 

7. Has the Export-Import Bank aided or failed in properly financing and 
facilitating the export-import trade of the United States? 

I have no hesitaney in saying that, in my opinion, the bank has materially 
aided in properly financing and facilitating the export-import trade of the United 
States. In the first place, I know of no case where the bank made loans if other 
financing was available in the circumstances. This means, if nothing else, that 
without the bank’s aid the particular physical projects financed simply would not 
nave been built at that time and many would not have been built at all. Since 
the bank’s development loans are made to finance or assist in financing materials, 
supplies, and services purchased for the project in the United States, ovr country’s 
exporters certainly received an immediate direct benefit, although possibly the 
full amount of the bank’s loans was not a long-term net export gain because some 
of the purchases financed might have been made later in any event. However, to 
me, the real gain is not limited to the purchases financed by the bank but includes 
all other purchases in the United States which, over the years, stem directly or 
indirectly from the purchases financed. In cases where the bank’s loans were 
made for the purpose of developing basic industries, such as its loans for the build- 
ing of powerplants, the indirect purchases resulting in whcle or in part from the 
original purchase may well be many times the amount of the original purchase. 
Thus, the overall effect is not fully measurable yet. To the extent that it is now 
measurable, I suppose that the best index is the trade statistics of the United 
States which are of course available to the committee. 

There is also a negative gain as well as a positive gain. Consideration must be 
given to the matter of what would have happened if Export-Import Bank aid 
had not been available. In the case of the loans to the American & Foreign 
Power Co. subsidiaries, for example, the immediate result would have been the 
elimination of, or at least a very substantial cutting back on, the projects in 
question. A secondary effect would have been an aggravated shortage of elec- 
tricity in the areas concerned. Such shortages inevitably promote varying mea- 
sures of economic disruption and provide a fertile feeding ground for demagoguery 
and Communist propaganda even before the shortage reaches disrupting propor- 
tions. The next step, conventionally, is a rising feeling of nationalism against 
the foreign owners of the property and, a little later, against their countrymen in 
general. From this point, it is an easy and sometimes irresistible step to national- 
ization, with a consequent loss of productivity and real wealth but an over- 
abundance of ill feeling and backbiting on all sides. 

The Latin-American countries are eager for economic development and attach 
particular importance to electric power development as the key to all industrial 
progress. I do not pretend to know what the ultimate effect would be if the 
United States turned a deaf ear to all their pleas for financial assistance. I do 
know what the effect would have been on the American & Foreign Power Co. if 
it had not received Exyort-Import Bank aid and received such aid at about the 
time it was fortheoming—it would have been disastrous for the company and its 
stockholders. 

Concerning the words ‘properly financing” I think I should add that on all of 
the bank’s loans with which I am familiar, the bank refused to carry the entire 
financing burden and placed upon the applicant the responsibility for financing a 
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ubstantial part, including local currency costs, and the burden of proving to the 
ank’s satisfaction the applicant’s ability to do so, In short, the bank not only 

DD! rope rly refused to carry the entire burden but endeavored to assure itself that 
» project would not be, in the words of a former member of the bank’s staff, 

an “abortive attempt.”’ In each case the bank then set about working out a 
an agreement which the bank’s staff felt the borrower could live under—although 

| must confess that we always insisted, on behalf of American & Foreign Power 

o., that it would be rather close living. But, overall, the loan agreements embody 
ound banking principles, provide for the furnishing of complete informational, 
progress, and financial reports to the bank, contain the usual banking restrictive 
covenants, and give the bank the right to terminate advances under the credit if 

e project is not being built on schedule or as otherwise represented. 

8. Has the bank assisted in developing and expanding the economy of foreign 
‘countries? Has it increased their capacity to purchase United States exports? 

In my opinion the answer to both questions is “Yes.’”’ However, from lack of 
familiarity with the bank’s operations outside of the Latin-American area my 
snswer must be taken as limited to Latin America alone \ccording to the 15th 
semiannual report of the bank, as of December 31, 1952, it had authorized total 
credits to Latin-American governments and governmental agencies and private 
companies doing business in Latin America of $1,176,924,443 I do not see 
how these credits could have failed to contribute materially to the great strides 
in economic development made in the area during the last decade, notwithstanding 
that Latin America is still relatively undeveloped economically. Mr. W. B. 
Stafford, the chief financial officer of the American & Foreign Power Co., also 
received an inquiry from the committee, and I understand that he will furnish the 
committee with some statistics on economic development in Latin America as 
well as a booklet reviewing the increasing job being done there by the American 
& Foreign Power Co, system, This carefully prepared booklet points up, among 
other things, the very substantial inerease in electricity output and also in the 
average residential consumption of electricity in the area during the past 23 
years and during the postwar years as well, T he booklet also contains ene ouraging 
statements or figures on other important measures of economic well-being. 

Entirely apart from economic theory, however, I think it may not be out of 
order to mention the visaul experience of my associates and me in Latin America 
during the past three decades. Mr. kdwin D. Ford, Jr., whose name I mentioned 
earlier, has been intimately acquainted with Latin America since at least 1930. 
Other of my associates have known Latin America for an even longer period of 
time. I myself have been closely associated with the Latin American scene since 
about 1945, and have been familiar with the legal problems of the American & 
Foreign Power Co. for a longer period. We have all traveled extensively in 
Latin America in representation of the American & Foreign Power Co. and other 
clients, and most of us have lived in at least two of the Latin American countries. 
It is naturally our practice to exchange impressions upon the return of any of us 
from a trip to the area, and we have all been tremendously impressed, particu- 
larly in recent yers, with the general improvement in the standard of living and 
with the expansion of the economy in these countries. Again, in view of the 
major role that the Export-Import Bank has had in the financing of development 
projects and exporter credits for these countries, I think it must be considered 
that the bank has assisted in the expansion of their economy, which of course is 
directly related to their capacity to purchase United States exports. 

9. Have you any suggestions for changes or alterations in the policy or opera- 
tions of the Export-Import Bank? 

I think I have already indicated general approval of the manner in which the 
bank has been operating in the last several years. My only suggestion is that 
perhaps increased emphasis should be placed on good sound loans by the bank 
to private companies operating abroad as distinguished from loans to foreign 
governments or governmental entities. However, if the budgetary policies of the 
administration should dictate some curtailment of the lending policies of the 
bank, I feel that serious consideration should be given to the possible use of the 
bank as an instrument to guarantee, for a reasonable fee commensurate with the 
risk, worthwhile development loans by insurance companies and others to private 
companies operating abroad. I am thinking in terms of an unlimited endorse- 
ment of the paper to be issued and not merely of a guaranty of exchange con- 
vertibility. Such a guaranty by the bank would greatly facilitate the financing 
of further overseas expansion by private industry, which is clearly a desirable 
thing from the standpoint of the long-range interests of the United States. With- 
out some such help I do not see how the American & Foreign Power Co., as an 
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important example of an American company closely integrated with the Latin 
American economy, will be able to carry out the large construction program that 
must be carried out if the company is to keep pace with its rapidly increasing 
service demands. 

10. Has the Export-Import Bank facilitated the expansion of international! 
trade in the past, and if so, how can it more adequately expand it in the future? 

I think I have already given my answer to this question in the answers to 
questions 7, 8, and 9 above. 

It seems to me that in the present condition of world affairs, it is almost impera- 
tive that the United States have a lending agency which operates along the general 
lines that the Export-Import Bank has followed during recent years. Some per- 
sons have advocated that the World Bank can and should do the job that the 
Export-Import Bank has been doing. I disagree. Insofar as loans to private 
industry are concerned, the full guaranty of the local government is a prerequisite 
to World Bank aid. In many cases, because of political considerations, it is 
impossible or virtually impossible to obtain such a guaranty even though the local 
government may be very much in favor of the company’s going ahead with the 
project in question. In other cases it is impractical due to the delay incident to 
obtaining the guaranty or due to some other factor involved, or because it would 
mean in effect taking in a new partner who would attempt to run the business. 
Secondly, although the United States has by far the largest single monetary 
investment in the World Bank, the World Bank is nonetheless an international 
institution and clearly cannot act as a national instrumentality to implement the 
foreign trade and influence of the United States. Moreover, even if all of the 
circumstances were such that the World Bank could in practice assume the lending 
functions of the Export-Import Bank, I personally doubt that in the end any 
material saving to the United States taxpayer would result. 

I am not a “giveaway” advocate nor a believer in Government’s cerrying the 
burden alone. I referred earlier to the figure of $1,176,924,443 as representing 
the total credits authorized by the Export-Import Bank for the Latin American 
area up to December 31, 1952. Of this amount, credits for $90,533,939 had 
iano or had been canceled; $640,322,095 had been disbursed by the bank and 
$67,474,889 had been disbursed by commercial banks for the Export-Import 
Bank’s risk, or a total disbursement of $707,796,984, with $378,593,518 still to be 
disbursed. Repayments totaled $199,416,771, leaving outstanding loans of 
$508,380,214. These are, of course, impressive figures. But they are less im- 
pressive when it is borne in mind that the American & Foreign Power Co., system’s 
assets as of the same date were in excess of $913 million. The Standard Oil Co. 
of New Jersey claims to have an even larger investment in Latin America, and the 
aggregate investment in Latin America of the oil, electric power, telephone, mining 
transportation, steel, food and agricultural, rubber, chemical, pharmaceutical, 
textile, and other industries must dwarf the Export-Import Bank’s investment 
even as would the amounts spent by our Government on giveaway aid programs 
for the rest of the world. The point is that American business, on the record, is 
doing its share in Latin America. 

Referring once again to the American & Foreign Power Co., that company: has 
sublicly stated that it has no desire to be the permanent financial ward of the 
United States Government or of anyone else, and I know this to be the case. 
The bookiet to which I have referred earlier describes the untiring efforts of that 
company to develop local capital markets in which to sell the securities of its 
subsidiaries. I am proud to have had a part in some of these efforts. They have 
been expensive and have required much patience, but they are meeting with some 
success. I believe that they will meet with greater success in the future. But 
the demand for electricity is limitless, and building the facilities to supply it 
requires the expenditure of great amounts of money. The American & Foreign 
Power Co. has very recently come out of reorganization and at this time has no 
real access to the American private capital markets. It seems to me that sound 
loans by an agency of the United States Government to this type of company 
epitomizes international aid in a truly practical form. 

The Export-Import Bank, with its competent, trained staff, fits exactly into 
the international cooperation picture as I visualize it. The bank is operating at 
a substantial profit, it has an established reputation, and in my opinion it has 
done a creditable job. I think it would be a grave mistake to restrict unneces- 
sarily the bank’s role, and I do not believe that anything would be gained by 
transferring its functions to another agency or agencies or carrying them on 
under an assumed name. Finally, I think it is important that the bank’s future 
be settled promptly so that additional valuable planning time will not be lost. 
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I do not know that I can add a great deal to what I have stated above, but, if 
called and if I am at the time in the United States, I should be pleased to appear 
in person before your committee and testify in regard to this matter. 

Very truly yours, 
Joun R. Burton. 


Sace, Gray, Topp & Sims, 
New York 5, November 25, 1958. 
Hon. Homer E. Capgsnart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Senate Office Building, Washington, D. C. 

Dear Senator Capenart: We regret this delay in responding to your letter 
regarding the Export-Import Bank of Washington and its relationship to the 
expansion of international trade. 

My firm’s dealings with the Export-Import Bank have arisen through our repre- 
sentation of the Imperial Ethiopian Government and its wholly owned company, 
Ethiopian Airlines, Inc., which operates regularly scheduled flights from Addis 
Ababa to Cairo and Nairobi and from Addis Ababa to the Near East and 
Pakistan. 

In 1946, prior to our entry into the matter, the Imperia! Ethiopian Government 
had obtained a $3 million line of credit from the Export-Import Bank to assist 
the Government in financing the purchase of United States products and services 
of specific classification ranging from automobiles and trucks to educational 
equipment and supplies, all as provided in a list appended to the credit agreement. 

In 1949 the Ethiopian Airlines, Inc., found it necessary to expand its fleet of 
aircraft. In that connection it contemplated the purchase of several passenger 
planes from the Glenn L. Martin Co. and desired to arrange a program for the 
financing thereof through the Export-Import Bank by utilizing funds under the 
Ethiopian Government’s line of credit. For such purpose it would have been 
necessary to amend the credit agreement to provide for the inclusion of commercial 
aircraft in the list of items for which the line of credit could be utilized. My firm 
was called upon to assist in the preliminary negotiations with Glenn L. Martin 
Co. for the purchase of planes and in negotiations with the Export-Import Bank 
relative to the financing. 

1 acted for my firm in the above regard, and this constituted our first contact 
with the bank. As matters turned out, the Export-Import Bank would not agree 
to the inclusion of aircraft in the list of items which could be purchased under 
the line of credit and, instead, recommended that the Ethiopian Airlines, Inc., 
and the proposed vendor make application for the obtaining of a separate exporter 
loan from the bank. The preliminary negotiations with the Glenn L. Martin 
Co., however, did not mature and were ultimately dropped. 

In 1950 the Ethiopian Airlines, Inc., entered into negotiations with the Con- 
solidated Vultee Aircraft Corp. for the acquisition of two Convairs and a large 
supply of necessary spare engines and parts, involving a total consideration of 
$1,700,000. We again assisted in the negotiations, both for the purchase of the 
planes and the financing thereof. 

These negotiations ultimately resulted in the acquisition of the planes and 
spares under a financing arrangement worked out with the vendor and the Export 
Import Bank under which the Ethiopian Airlines, Inc., paid 25 percent of the 
purchase price in cash, approximately 20 percent in promissory notes guaranteed 
by the Ethiopian Government, and the remaining 55 percent, or approximately 
$900,000, through funds made available by the Export-Import Bank under the 
$3 million line of credit which was appropriately amended and extended for this 
purpose. As a result, the transaction for the acquisition of the aircraft and spares 
was successfully consummated. 

The answers to the specific questions which you have presented are as follows: 

1. The nature and purpose of our contact with the bank is as above set forth 

2. We received prompt and satisfactory replies to all of our communications. 

3. The loan applications which were made are as above set forth. 

4. In all of our negotiations the bank acted in a courteous and expeditious 
manner. 

5. The credit authorized was administered by the bank in an efficient manner. 

6. We have no complaints whatsoever about the operations of the Export- 
Import Bank. 

7. We feel that the Export-Import Bank in the above matters definitely. fa- 
cilitated the export-import trade of the United States by enabling the Ethiopian 
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Airlines, Ine., to purchase American aircraft and spares under a financing arrange= 
ment which I considered sound and proper. 

8. The bank in connection with the Sameaiian of the above-mentioned acquisi- 
tion of American aircraft assisted in a desirable expansion of the economy of 
Ethiopia in the important field of transportation and thereby increased its ca- 
pacity to purchase United States exports. 

9. We have at the present time no suggestions for changes or alterations in 
the policy or operations of the Export-Import Bank. 

10. As above indicated, we feel that the Export-Import Bank has facilitated 
in the instance mentioned the expansion of international trade and feel that this 
can be carried forward successfully in the interest of both the United States and 
foreign countries if the bank, as in the past, adheres to the granting of loans on 
the basis of sound business judgment. 

In all of my dealings with the Export-Import Bank I have been most impressed 
with the careful and courteous attention and consideration given to ourselves 
and our client by the bank and its officials with whom I have had contact. At 
all times the economic feasibility of the acquisition of the aircraft in question 
was from the standpoint of the bank a matter of prime importance. If this same 
business point-of-view is followed in the future, the Export-Import Bank can 
serve both well and usefully the interests of American industry and international 
trade. 

In response to your further inquiry, let me say that I shall be glad to apperr 
in person before your committee and testify if for any reason that should be 
desired. 

Yours very truly, 
Epwarp H. Spencer. 


H. W. St Joun & Co, 


New York, N. Y., September 18, 1953. 
Hon. Homer E. Capenart, 


Chairman, United States Senate, 
Committee on Ranking and Currency, Washington, D. C. 


Dear Senator Capenart: We are in receipt of your letter of September 18 
relative to resolution (S. Res. 25) adopted by the Senate of the United States 
for the purpose of conducting a thorough study of the operations of the Export- 
Import Bank of Washington and the Ir ternational Bank for Reconstruction and 
Development and their relationship to the expansion of international trade. 

We had occasion to use the services of the Export-Import Benk back in the 
early thirties in connection with the release of blocked funds in Brazil under 
arrangements worked out between the National Foreign Trade Courcil, the 
Banco do Brasil and the Export-Import Bank. While it took some time tu 
culminate this arrangement, it certainly proved a great relief to American 
exporters who had millions of dollars tied up in Brazil due to lack of dollar 
exchange. As you can appreciate, when a situation like this arises, it restrict 
greatly the normal flow of commerce between the two countries because exporters 
have no other alternative but to stop doing business with such countries unless 
they can be assured of obtaining reasonably prompt dollar remittances for their 
goods and services. 

In view of the fact that our relations with the Export-Import Bank have been 
restricted to one transaction, [ will not attempt to reply to the balance of the 
questions enumerated in your letter. I am, however, very glad to have the 
opportunity of addressing my humble remarks and suggestions to you as to how 
our Government could make available to exporters in general more comprehen- 
sive facilities for insuring a more even flow of goods in foreign commerce. 

Being a relatively small entity in foreign trade, concentrating for the most part 
on the transportation end of it, I have always felt that, while the Export-Import 
Bank has indeed served a very needful purpose in promoting our foreign com- 
merce, for the most part its facilities were only open to the larger Americrn 
exporters whose transactions involved considerable sums of money. In otter 
words, it concentrates on large projects involving goods and services which I, 
of course, can understand play an important part in the development of the 
countries involved. However, it cannot be denied that the development of 
American foreign trade is concentrated around the smaller American exporters 
whose total volume, I would venture to say, far exceeds that of the larger groups. 
It is true that the former may seek assistance through regular commercial bank- 
ing channels but even here the assistance is airectly dependent upon the financial 
stability of the firm or firms seeking assistance. 
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Let me cite a case to you which recently was proposed to us involving one of 
our very good customers in Brazil. As you know, that country today is greatly 
handicapped because of the lack of dollar exchange which reflects the reduced 
volume of our export trade with that country. This would not be the case if 
dollars were readily available. The firm in question has on hand Brazilian import 
license for $25,000 worth of medical and scientific apparatus which they are 
prepared to place with various United States suppliers who, for reasons mentioned 
above, refuse to ship them fearing that they will be subject to undue delays in 
obtaining payment. As an alternative, our customer approached us in the matter 
but we being oaly a firm of limited capital were unable to assist them, Thus 
our customer in Brazil cannot obtain the much needed goods despite their ability 
to pay for them promptly in their own currency upon receipt. 

I am sure insofar as Brazil is concerned, there are thousands of other exporters 
in the same predicament—so as a result our trade with that country drops quite 
extensively resulting in our foreign and domestic economy being seriously affected. 
Che same situation not only applies to Brazil but all over the world where dollar 
exchange is lacking. 

Of course, it is well known to all of us in foreign trade that one cure for this 
situation is for us to buy more from these countries if we expect to sell then 
This, of course, is a long term proposition and while I am a firm believer in our 
Government taking steps to deflate our trade barriers by reduction in tariffs, etc. 
this is too involved to touch in this letter. 

It seems to me if there were some facilities which the Government could offer 
American exporters either through the Export-Import Pank or some other agency 
set up to handle it, to whom they could go for relief in the case above mentioned, 
this would prove a great stimulus to our foreign trade which is now beginning to 
rapidly decrease due to the lack of trade dollars abroad not to say anything of the 
foreign competition which most certainly is having its usual adverse affects. 

Unfortunately, I am not sufficiently acquainted with international banking to 
know how this could be worked out. However, I believe it could be done through 
establishing an agency whereby the Government would make the dollar exchange 
available for the American exporter by underwriting the transaction, discounting 
the shipper’s draft and accepting the cruzeiro deposit in payment from the 
customer in Brazil to be used by the Government for payment of goods and services 
including the purchase of raw materials for stock pile purposes and so forth. 

For the purpose of simplification, I have confined my remarks to Brazil but, 
of course, the same would apply to any other country where the lack of dollar 
exchange acts as @ very bad deterrent to our free flow of foreign commerce. 

When you consider the amount of money that we have given ¢ broad for building 
up the devastated war countries and put them back on their feet to the extent 
that they are now vigorously engaged in competition against us in foreign trade, 
is it too much to ask that the Government start supporting the American way of 
life by helping the American exporters meet these unfavorable conditions. 

I trust that I have not gone too far afield in offering these comments to you but 
I feel the more ideas and views you receive from those of us interested in export, 
large or small, will help you in the good work which you and your committee are 
doing in endeavoring to promote expansion of our international trade. 

Respectfully yours, 
H. W. St. Jonn, President. 
a 


Pavut Smita Construction Co., INc., 
Miami, Fla., December 9, 1953. 
teference: Senate Resolution 25. 


Hon. Homer E. CaPenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear Senator: I acknowledge and thank you for your letter of November 
30, 1953, informing me of your committee’s study of the operations of the Export- 
Import Bank of Washington, and requesting information and opinions on the 
bank based upon my relationship and that of my company, Paul Smith Con- 
struction Co. with the Export-Import Bank. 

For the sake of clarity, I will first take up the items of your letter in numerical 
order, after which, I will add any further comments that I feel are necessary to 
complete the expression of my opinion of the Export-Import Bank. 

1. In 1948, Hoteles Interamericanos 8. A., a Panamanian corporation, having 
a commitment from the Export-Import Bank of Washington for a loan to be used 
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for the construction of a 300-room first-class hotel, solicited and received proposals 
for the construction of the hotel El Panama at Panana City, Republic of Panama. 
At the time and until May 1952, when I retired, I was a director and vice presi- 
dent of Paul Smith Construction Co. in charge of the Miami, Fla. area which 
included all work in Latin America. 

Paul Smith Construction Co. jointly with Arango & Lyons 8. A., a Panamanian 
firm of engineers and contractors, made studies, prepared estimates and submitted 
to Hoteles Interamericanos 8. A. a proposal for the construction of Hotel El 
Panama. The proposal stipulated that in the event of an award, the contract 
would be executed and the construction performed by a third company, a Pana- 
manian corporation affiliated with both Paul Smith Construction Co. and Arango 
& Lyons. A further stipulation of the proposal was to the effect that the above 
two companies would be jointly responsible for the performance of the con- 
struction contract by the third company. 

After due consideration by the board of directors of Hoteles Interamericanos 
8. A., the contract for the construction of the Hotel El Panama was awarded to 
Arango & Lyons, Palsmith S. A. a Panamanian corporation and affiliate of 
Arango & Lyons 8. A. and Paul Smith Construction Co. 

I was a director and vice president of Arango & Lyons, Palsmith §. A. and in 
such capacity actively participated in the executive direction of the hotel con- 
struction and negotiations with the owners during the construction period, 
roughly September 1948 through January 1951 and thereafter in negotiations for 
payment until final payment was received in late March 1952. 

t was the opinion of my company that the hotel project, being financed in part 
by the Export-Import Bank loan and being, to a considerable degree, restricted 
and controlled by the terms of the loan agreement between the two governments, 
would have a degree of safety not generally available in Latin American con- 
struction projects. With this in mind, and considering the excellent reputation 
for efficiency and fair play of the Export-Import Bank, we decided to participate 
in the project. At the same time, we believe that the Export-Import Bank felt 
somewhat more secure on the project loan with the knowledge that the construc- 
tion responsibility was partly shared by a reputable American company and 
capable American supervision. Later events proved this mutual confidence ex- 
tremely well placed. 

From July 1948 until March 1952, I was in constant communication with 
officials of the Export-Import Bank and conferred with them many times con- 
cerning the E] Panama Hotel. As a result of these contacts with the bank I feel 
qualified to comment with considerable authority on its operations and will add 
my comment after I have replied to your numbered questions. . 

2. From the Export-Import Bank I received very prompt and satisfactory 
replies, in fact, more so than from any Government department or agency and I 
have done business with the Government for more than 20 years. 

3. I (or Paul Smith Construction Co.) have never applied for a loan from the 
Export-Import Bank. 

4. Not applicable. 

5. Not applicable. 

6. I have no complaints about the operations of the Export-Import Bank. 

7. From observation I believe that the Export-Import Bank has greatly aided 
in properly financing and facilitating the export-import trade of the United States. 

8. Iam convinced that the Export-Import Bank has greatly assisted in develop- 
ing and expanding the economy of many foreign countries. Such expansion of 
their economies has automatically increased their capacity to purchase United 
States exports. 

9. I have no suggestions for changes or alterations in the policy or operations 
of the Export-Import Bank. 

10. I believe the Export-Import Bank in the past has greatly facilitated the 
expansion of international trade and it is ready, able and willing to more ade- 
quately expand it in the future if sufficient funds are appropriated by Congress. 

In my 4 years contact with the Export-Import Bank, I was very much impressed 
by the uniformly high caliber of its personnel. It is my observation that, from 
the standpoint of honesty, frankness, ability, efficiency, and freedom from 
politics, the bank as an organization ranks above all Government agencies with 


which I have done business. A similar opinion has been expressed to me by 
many United States and foreign citizens who have had contact with the bank. 

By enabling many foreign countries to help themselves and to some extent 
lift themselves by their own boot straps, I feel that the operations of the Export- 
Import Bank have created a lot of local pride of accomplishment and self respect 
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in many countries and have cemented additional bonds of friendship between 
these countries and the United States. 
If sufficient advance notice is provided I am willing to appear in person and 
testify before your committee. 
Sincerely, 
Hoomes Rica. 





Unirep ENGINEERING AND Founpry Co. 
Pittsburgh, Pa., October 29, 1953. 
Hon. Homer E, CaPpEnart, 
Chairman, Senate Banking and Currency Committee, 
Senate Office Building, Washington, D. C. 

Dear Senator: We understand that a study is now being made by your 
committee concerning the operations of the world bank and the Export-Import 
Bank, to determine how these important agencies can best serve the purposes 
for which they were established. 

Realizing the many intricate problems that must be involved in their operation, 
it is our general opinion that world over has been greatly benefited by the services 
rendered, and without them its economy would now be staggering. 

However, it seems to us that one outstanding activity which has not been 
fully available is the extension of the facilities of the Export-Import Bank for 
the purpose of guaranteeing loans made through and by American banks for the 
financing of American export business. Except for the contingent liability upon 
Export-Import, little or no money would be required by Export-Import in this 
service; should result in substantial profit to our Government as in past operations, 
and with such a guarantee, domestic banks would be in position to make such 
loans, a8 may be approved and acceptable to Export-Import. 

The above procedure is not unusual in some foreign countries (which the 
taxpayers of our United States of America are subsidizing in some form or other) 
enabling the manufacturers of those countries to successfully compete against us 
in foreign trade. Through our efforts to extend the use of our know-how to 
Europe, and the ability of foreign manufacturers, through their government 
support, to extend longer terms of payment to customers in South America, 
they are in position to successfully compete with us on machinery of our own 
design, in spite of South America preference for American made products. 

This has been our past experience, and at present we are confronted with such 
competition of long-term credits to be guaranteed foreign manufacturers in 
England, Germany, and France. It would seem to us that our good neighbor 
policy should be supplemented with the kind of service available from Europe. 

We are certain that much of the South American business will be paleed in the 
United States of America if and when the same considerations can be made avail- 
able to industry, the financial institutions and our South American customers, who 
it is well known, would in many instances prefer American made equipment. 

We urgently request that serious consideration be given to our suggestion. 

Respectfully yours, 
Gro. V. Lana, Treasurer. 


UNIVERSAL TRADING CoRpP., 
New York 20, N. Y., September 16, 1953. 
Hon. Homer E, CapEnart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Sir: Reference is made to your letter of September 3, 1953, in which you 
draw attention to the fact that the Senate of the United States has adopted a 
resolution (8S. Res. 25) which authorizes and directs the Committee on Banking 
and Currency to conduct a thorough study of the operations of the Export-Import 
Bank of Washington and the International Bank for Reconstruction and Develop- 
ment and their relationship to the expansion of international trade. 

This corporation has had numerous contracts with the Export-Import Bank 
and we shall be glad to assist you in any way possible in gathering information and 
opinion about the bank. We accordingly take pleasure in endeavoring to advise 
you on the various points enumerated in your letter as follows: 

1. The Universal Trading Corp. was incorporated under the laws of the State of 
New York in 1938 for the purpose of improving and developing trade relations 
between the Republic of China and the United States of America. In order to 
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carry out and develop the purpose for which the corporation was established, the 
assistance of the Export-Import Bank was solicited. 

2. We have had continuous correspondence with the bank since that time and 
have in every case received prompt and satisfactory replies. The first application 
for a loan was granted in the amount of $25 million according to a contract entered 
into between the Export-Import Bank and the Universal Trading Corp. on Febru- 
ary 8, 1939. This loan provided for advances from the Export-Import Bank 
from time to time to cover purchases made by this corporation of American agri- 
cultural and manufactured products for exportation to China. Repayment of 
the loan was provided by the contract which required the Universal Trading 
Corp. to import wood oil from China in order to meet the needs of the United 
States market and thus provide funds for the repayment of the loan. A total of 
$22 million was borrowed under this contract, payable not later than January 1, 
1944, bearing interest at the rate of 414 percent. per annum (payable semiannually). 
The rate of interest was subsequently reduced to 4 percent per annum on January 
25, 1940. All borrowings by the Universal Trading Corp. were repaid promptly 
and the final payment of principal was made to the Export-Import Bank on 
March 30, 1942. Interest on this loan, amounting to $1,416,573.78, was also 
paid te the Export-Import Bank on the dates due. 

In 1940 a further loan in the amount of $20,000,000 was applied for and this was 
granted on April 20, 1940, to finance further exportation of American agricultural 
and manufactured products to China. Funds for the repayment of this loan 
were to be provided by the export of tin from China to the United States. This 
loan has also been completely repaid, the final payment being made on June 28, 
1953. In addition to the principal amount of $20,000,000, interest at 4 percent 
per annum totalling $3,890,147.45 was also made to the Export-Import Bank. 

4. As noted in the previous paragraphs, both of these applications were granted 
and although the negotiations for these loans extended over a considerable period, 
we were afforded every possible courtesy by the Export-Import Bank and in as 
expeditious a manner as could be expected. 

5. The administration of these credits by the Export-Import was handled in 
both a businesslike and efficient manner. 

6. We do not have any specific or general complaints about the operations of 
the Export-Import Bank. 

7. In our opinion, the Export-Import Bank has certainly aided the financing 
and the facilitating of the export-import trade of the United States with the 
Republic of China. 

8. By making the credits available to China, through the Universal Trading 
Corp., the bank has assisted in developing an expanded economy for China and 
certain definite progress had been made in this direction before such trade was 
stopped by the nationalization and the expropriation of trade and business by 
the Communist Government in China. 

9. We believe that the record of the Export-Import Bank under the policies 
carried out by them in the last several years has been of great assistance in develop- 
ing commercial transactions between the United States and other countries and 
we have no specific suggestions for changes or alterations in their policies or 
operations. 

10. The Export-Import Bank has undoubtedly facilitated international trade 
in the past and probably can still continue to do so in the future. In view of the 
fact that commercial banks in the United States are only empowered to finance 
exports or imports between the United States and foreign countries for a relatively 
short term period (usually not exceeding 1 year) and in most cases neither domestic 
or foreign companies are able to borrow from private financial institutions in the 
present market for a longer period of time for this purpose, it is very essential 
that some agency be in a position to meet this need. If the Export-Import Bank 
is in a position after careful consideration and investigation of each loan applica- 
tion to make loans of a medium term duration under arrangements which provide 
a proper amortizing series of repayments consistent with the nature of the loan 
and the ability of the borrower to repay, a great deal of assistance will be afforded 
to agriculture and business in the United States. 

Although the entire capital stock of the Universal Trading Corp. is owned by 
the Republic of China (Formosa) this corporation only handles commercial 
transactions and is not empowered to speak officially for the Chinese Navional 
Government. For this reason, the views expressed in this letter must necessarily 
represent the opinion of the writer and. must not be construed in any sense as 
being an official opinion by the Chinese National Government. 
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The writer will, however, be very glad to aid your committee in any way 
possible in the study of the operations of the Export-Import Bank of Washington 
because of long and continued interest in the deve ‘lopment of export-import trade 
between the United States and other parts of the world. 

Very truly yours, 
Arcuir Locunaran, President. 


Wet Brotruers-Corron, Inc. 
Montgomery, Ala., October 5, 1958 
Senator HoMER CAPEHART, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D,. C. 


Dear Mr. CapenArt: Your letter of September 18, with regard to the Export- 
Import Bank has received our careful attention. 

In reply to your questions, we have had no direct dealings with the Export- 
Import Bank as such, but rather with New York banks through whom specific 
credits are opened by our foreign customers against the export-import loan. 
There were, however, several occasions where we did deal with the Export- 
Import Bank indirectly through our Washington representative, and on those 
occasions, our requests have been received in a prompt and courteous manner 

In answering your question No. 7, we believe the Export-Import Bank has 
greatly aided proper financing, and the export-import facility of the United States. 
During the past year the MSA assistance for the export of cotton has been cut 
back very sharply, and had it not been for timely Toasiatelinpeet Bank loans, 
our cotton exports would have been greatly reduced. 

With regard to your question No. 8, we believe that the bank has assisted in 
the development and expansion of the economy of foreign countries, and has 
increased their capacity to purchase United States exports, in that they have 
made dollars immediately available to those countries who had unfavorable dollar 
balances or gold reserves. It is true that those countries will have to export 
goods to dollar areas in order to pay back the loan, however, the export-import 
loans have “bridged the gap,” and in this respect, made United States products 
immediately available to them. 

We wish here to state further our private opinion that the Export-Import 
Bank loans have been very important to the cotton industry. As you know, 
we are an exporting country in cotton, for we produce about two-thirds more than 
we are able to consume in our domestic mills. 

There have been two obstacles in exporting our surpluses of American cotton: 

1. Many importing countries do not have sufficient dollar exchange to satisfy 
their needs for cotton from dollar areas. There have been times in the past 7 years 
where free dollars have sold at a considerable premium over established rates. 
This made in effect a higher price on American cotton. 

2. As you know, we have a price support on cotton, which has at times made 
United States cotton non-competitive with other cotton-growing countries and 
has encouraged a great expansion and production of cotton in those countries 
Here at home the price support has also encouraged production of synthetics. 
Although this price support policy can be defended, at the same time we have been 
holding an umbrella over production of our side growths (most of which sell in 
soft currencies or in sterling), as well as synthetics. 

[9.] We feel that the [xport-Import Bank can go even further in encouraging 
the export of our cotton eee, if it ” given the power to doso. For instance, 
we have 7” mind that the bank could make a loan to a foreign country in terms of 
its own native currency and establish a pegged rate for conversion into dollars, 
which aa can be so adjusted as to make the price of United States cotton com- 
patitive all over the world, If you would be interested in this idea, we would 
be glad to write you further in detail. 

Finally, we wish to comment that it has been much easier to operate on Export- 
Import Bank loans than on the assistance provided by the MSA. Because of the 
difference in the way the two agencies have been set up and allowed to operate, 
there has been less interference of private trade channels, less redtape and reim- 
bursements worked much smoother under the Export-Import reimbursements. 

[10.] In conclusion, we think the Export-Import Bank has done a great amount 
of good and its use should not only be encouraged, but also expanded to facilitate 
the export-import trade in the United States. 

With our highest compliments, we are 

Sincerely yours, 
Roserr 8. WeIL 
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Westincuouse Evecrric INTERNATIONAL Co., 
Washington 6, D. C., U. 8. A., November 24, 195%. 
Hon. Homer E. Caprnart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 


Dear Sir: This will refer to your letter of September 3, 1953, to me in which 
you presented certain questions about the experience of my company in our 
negotiations and business contacts with the Export-Import Bank of Washington. 

[ am very pleased to reply to these specific questions. My replies are given 
in accordance with the sequence used by you. 

1. As you know, the Westinghouse Electric International Co., is the export 
outlet for the products of the Westinghouse Electrie Corp. Our contacts with 
the Export-Import Bank have extended over the years since the bank was 
founded, The purpose of such contacts was to explore the possibility of the bank 
assisting in financing our export trade. During this time we enjoyed very friendly 
relations with the executives and staff of the bank. 

2. We have had considerable correspondence with the bank and we have always 
received prompt replies. If we had any questions about our négotiations with 
the bank, the officers and staff have always been ready to discuss our problems. 

3. We have made quite a few applications to the Export-Import Bank for 
exporter’s credits, 

4, Our negotiations have always been handled by the bank in a very courteous 
manner. Before making an application to the bank, it is our custom to call on 
the executives of the bank for the purpose of discussing negotiation to determine 
whether the bank is in a position to consider a credit to the specific foreign country 
involved. If we are advised that they are willing to consider the application, we 
then submit it in detail. In such cases a high percentage of our applications have 
been granted. It is our opinion that the bank’s staff carefully study such applica- 
tions, makes recommendations to the officers of the bank, who then determine 
whether the credit will be granted or declined. If the credit is for a small amount, 
it may naturally be expected to clear through the bank in a shorter time than one 
for a larger amount. 

5. Once a credit had been authorized by the bank, it was handled in an 
extremely efficient manner. 

6. We have no complaints about the operations of the bank. On the contrary, 
we feel they should be congratulated for the extremely fine job they have done in 
assisting the financing of American export trade. Without the bank’s assistance, 
it would have been impossible for Westinghouse to accept export orders in many 
cases, due to our inability to extend terms of payment required by the buyer. It 
might be said here that, in addition to the assistance we have received by direct 
credits to us, we have obtained many millions of dollars of business through 
credits extended directly to foreign countries which were used to buying American 
equipment. 

7. Unquestionably, the bank has been an invaluable aid in furthering the 
export trade of the United States. It is the only bank to which the American 
exporter can turn for assistance in financing its export trade that requires long 
terms of payment. 

8. Unquestionably the bank has assisted in developing and expanding the 
economy of foreign countries. One of its policies in reviewing an application for 
credit is to place stress on whether or not the project under consideration would 
create dollar exchange for the foreign country in which it was to be established. 
By creating such new dollar exchange it would increase a foreign country’s 
capacity to purchase additional United States exports. 

9. In the field of policy, we would suggest that the bank’s present policy of 
not considering financing so-called development projects be changed to their 
previous policy of past years: to continue to finance large development projects 
for foreign countries. It is our opinion that prior to this latest policy, the earlier 
policies of the bank’s operation were most helpful to American exporters. 

10. Unquestionably the bank has facilitated the expansion of international 
trade in the past and can continue to do so in the future. It might possibly 

expand to a greater degree by using its guaranty authority, under appropriate 
conditions, for granting credits to exporters. The bank’s sixteenth annual report 
to Congress clearly shows that it has financed billions of dollars of American 
export trade. 

Now that European and Japanese manufacturers are once more strongly 
competing with us for foreign markets, it is our feeling that the Export-Import 
Bank should be strengthened in every way possible so that it can furnish financial 
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sistance to American exporters to permit them to meet foreign competitors 
It is common knowledge that European countries and also Japan have established 


or are establishing financial agencies and credit insurance agencies which are 
available to their exporters so as to enable them to submit proposals in foreign 


markets with terms of payment that an American exporter cannot meet without 
financial aid from an institution such as the Export-Import Bank. 

[t is our opinion that if the United States is to continue its export business with 
any degree of vigor and success, the Export-Import Bank should receive the full 
upport of our Government and every means should be taken to grant it con- 
tinuous financial assistance and permission to broaden its policies to the end 
that American exporters will not lose their position in foreign market 

The above answers are not of a confidential nature and permission is given 
to present them in open hearings before the Banking and Currency Committee 
of the Senate of the United States. On the question of personal appearance 
before your committee to testify with respect to this matter I would like to 
suggest that our treasurer, Mr. William L. Carroll, 40 Wall Street, New York, 
N. Y., be selected as our company’s representative for this purpose 

Sincerely, 
ARTHUR PARTRIDGE, 
Assistant to President 


WORTHINGTON CorP., 
Washington 5, D. C., November 5, 1958 


Hon. Homer FE. Capenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear Senator: This refers to your letter of September 18, 19538, wherein 
you request our comments relative to our experience with the Export-Import 
Bank 

Before giving you specific answers to the 10 questions enumerated in your 
letter we desire to advise that we very strongly feel that the Export-Import Bank 
should not only be maintained as an active promoter of our foreign trade but it 
should be revitalized and its scope extended considerably. In the last year or 
so we have noted what appears to be a definite tendency to reduce the scope and 
activities of the Export-Import Bank in favor of extending the activities of the 
International Bank for Reconstruction and Development. We, of course, can 
understand the reason for this action wherein the World Bank funds are derived 
from bonds that are issued and sold, whereas the operating funds of the Export- 
Import Bank must come out of appropriate congressional action 

Under the present situation where the Government is endeavoring to balance 
the budget and stay within authorized borrowing limits, it is understandable 
that the administration is not favorable to furnishing the Export-Import Bank 
with the funds needed for its operations. For this reason there has seemed to 
be a very definite tendency to favor the World Bank operations. This is an 
unfortunate situation for American industry because the World Bank has been 
operating on the basis that loans made to applicants in other countries may 
be spent wherever these applicants may choose. With the increasing and severe 
competition that we are now meeting from E uropean manufacturers, this means 
that, as an aid to promoting American exports in trade, the World Bank is of very 
little use to American industry. 

Further, we have sensed a definite policy in the World Bank whereby they 
encourage borrowers to buy elsewhere than in the United States on the theory 
that we have been too busy with defense work, and that American manufacturers 
should not be burdened with an additional export volume. While this may have 
been true 2 or 3 years ago, it certainly is not true today, and Worthington Corp. 
is very anxious to see a larger export business wherein we have plenty of capacity 
to handle it. Another factor which undoubtedly contributed to this policy was 
the fact that our Government was endeavoring to build up the production and 
resultant economies of the war-torn countries of Europe and therefore were 
encouraging all possible business for these countries. Now, however, the picture 
has changed since most of these countries are pretty well able to stand on their 
own feet and have rebuilt their manufacturing facilities to a point where they 
are now a very serious threat to the American export trade even without the 
assistance of any World Bank financing. 

a answer the specific questions which you listed, we comment as follows: 

The nature or purpose of our contact with the Export-Import Bank has been 
~ secure long-term financing for ourselves, or rather, we should say, for our 
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prospective purchasers. In this respect most of our European competition are 
able to obtain either private or government-financed assistance to their selling 
programs with the result that the German and Swiss particularly (and also the 
French) and are now offering to take contracts on very long terms of payment 
including up to and more than 5 years, American manufacturers have no such 
source available, certainly in private circles, whereas in most of the European 
countries there are what might be termed ‘‘merchant bankers,” such as Roths- 
child Institution or Behring, Kleinworth, etc. In this country there are very 
few, if any, such institutions because the normal commercial banks, such as 
National City Bank, Chase National Bank, ete., are not interested in anything but 
relatively short-term financing; consequently, our basic appeal to the Export- 
Import Bank would be to provide such a medium in long-term financing which 
we, aS manufacturers, cannot handle readily due to lack of sufficient financial 
capacity. Regardless, we are manufacturers and not bankers. 

2. We have received the greatest cooperation in the way of prompt and satis- 
factory replies from the Export-Import Bank. 

3. We have not applied directly to the Export-Import Bank for a loan although 
we have assisted some of our foreign clients in their request for loans. 

1. Applications by our foreign clients have been granted and the entire trans- 
action was handled in a courteous and relatively expeditious manner. 

5. The credits have been administered in an efficient manner. 

6. We have no specific complaints concerning the operations of the Export- 
Import Bank. 

7. Basically speaking, we firmly believe that as far as it has been able to go, 
the Export-Import Bank has aided in financing and facilitating the export trade 
of the United States. We do not feel, however, that its facilities have been 
sufficiently used, and further that sufficient scope was ever given to its operations. 
As far as it was able to go, however, we certainly feel that it has contributed to 
promoting export trade. 

8. We feel that the bank has assisted in developing and expanding the economy 
of foreign countries and it has also increased their capacity to purchase United 
States exports. By the charter of the Export-Import Bank we understand that 
loans could be granted only under certain specific conditions which ineluded 
primarily the development of an industry in a country which would make them 
less dependent on foreign exchange for the importation of the same products, 
and therefore would release this same exchange for the purchase of other items 
which they could not hope to produce in the country. We further understand 
that the charter of the bank provides that any imports would be of American 
manufacture under such a loan. 

9. We feel that the operations of the Export-Import Bank should be extended 
considerably and should be made more available to a normal commercial or, 
possibly we should say, a semiprivate operation. In other words, what we 
need in our export trade is a source of medium and long-term financing similar 
to that which is readily available to our European competitors. Since private 
capital in this country has as yet shown no interest in this long-term financing, 
then we must look to some Government agency to assist us if we are going to 
maintain an export market for our products. 

10. Since the visit of Milton Eisenhower to Argentina, the Argentine Govern- 
ment has made an about-face in their policy concerning relations with the United 
States, and they are endeavoring to encourage a greater trade with us; and they 
are also inviting American capital to invest in Argentina. That country needs 
a great deal of rehabilitation and during their first 5-year plan, they overstressed 
industrial explansion and one of the indirect results of this development was to 
rob agriculture and the raw material suppliers of manpower. This practically 
ruined their economy and their exports to the extent that they learned their 
lesson to the point where now in the second 5-year plan, which was started on 
June 4 of this year, they are endeavoring to build up their agriculture and their 
raw-material production, including, of course, the development of their oil fields. 

Their need is tremendous and, as an illustration, in the field of sugar production 
they find that their capacity has falleri to about 75 percent or less of what it was 
before the Peron government took over, and as against this their standard of 
living and demand for sugar has grown to such an extent that, if they are going 
to keep up with home consumption, they will have to increase their plants and 
recover not only the 25 percent reduction due to obsolescence and deterioration 
of equipment but are also going to have to probably expand another 25 percent 
to take care of demands. Obviously, this is going to need aoe millions of 
dollars’ worth of sugar-house machinery which can be translated into many 
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ns of equipment that Worthington Corp. is in a position to supply. However, 

e Central Bank of Argentina recognizes this, but they want to make the relatively 
few dollars which they have stretch as far as possible and are indicating a willing- 
ness to consider the importation of such machinery only on at least a minimum of 
5 years’ financing. Worthington might handle a small portion of these require- 
ments, providing this long-term financing ourselves, but wherein the requirements 
for this machinery will run into the millions of dollars, unless we can get outside 
financing, we simply are not going to be able to participate in the supply of equip- 
ment for the rebuilding of the Argentine sugar industries. This is only one of a 
number of similar situations in that country. 

What we would like to see is a practical and workable arrangement provided by 
the Export-Import Bank wherein a buyer in any country in cooperation with a 
supplier such as Worthington could work out satisfactory credit information and 
so forth, and then secure at least partial participation of the Export-Import Bank 
in financing. 

Our European competitors are openly invading our export territories with offers 
of 5-year and longer terms. In many cases the customer does not have to put up 
1 cent of his own money. To add to our difficulty with European competition 
entering our foreign markets, we might advise that in addition to this long-term 
financing without the necessity of downpayment, the prices which they are 
quoting in many cases are from 20 to 40 percent below our prices. 

There is another phase of our foreign operations where we feel the Export- 
Import Bank could lend some assistance and that is in the guaranteeing of ex- 
change. Most of our European competitors are able to secure an exchange 
guaranty from their own government or government-sponsored agencies on a 
very low rate of interest for the service. We have no such protection and while 
in some countries this does not present a problem, in others such as Brazil at the 
present, it is a tremendous risk for us where long-term financing is involved. 
Cherefore, if the Export-Import Bank in its revitalized setup could make a pro- 
vision for an exchange guaranty or insurance, this would be extremely helpful to 
American industry, 

To sum up the above comments we very definitely would like to see the Export- 
Import Bank’s activities extended and its coverage widened so that its facilities 
could be more readily available to manufacturers interested in export trade, such 
as our own company. In the same respect, we would like to see un 2mphasis on 
the World Bank reduced, and particularly the policy which now appears existent 
that American manufacturers should not be permitted to do export business with 
World Bank financing. 

At the present time we do not have anyone available to appear in person before 
your committee, but we would appreciate advice as to the hearing dates. 

Very truly yours, 
H. K. Bre, 
Commercial Vice President, 


AMERICAN COTTON SHIPPERS ASSOCIATION, 
Memphis 1, Tenn., September 24, 1953. 
Hon. Homer E. Caprenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Mr. CuHarkMAN: In accordance with the suggestion contained in your 
letter of September 18, 1953, I am glad to reply to your numbered questions, as 
follows: 

1. As counsel for the American Catton Shippers Association, which is a national 
organization of cotton merchants and exporters, I have maintained contact with 
the Export-Import Bank of Washington since its organization. Such contact 
was for the purpose of utilizing credit for the exportation of cotton wherever 
responsible exporters believed it useful and sound. 

2. My contacts with the Export-Import Bank have been largely by telephone 
or conference rather than by letter. I have found its officers and staff uniformly 
helpful and accessible. The bank directors have arranged to meet with asso- 
ciation committees year after year to consider their suggestions and the problems 
connected with the financing of cotton exports. 

3. In only one instance have I been associated with the actual application for 
a loan, other loans covering cotton having been made to foreign banks and 
governments. 

4. The one instance referred to in No. 3 above involved the organization in 
1947, of the American Cotton Supply Corp. by American cotton exporters with 
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$1 million capital for the purpose of financing cotton exports to occupied Germany 
An application for a $19 million revolving credit was granted, and bank officials 
spent much time and effort in setting up the necessary procedures and contracts 
to which the Joint Export-Import Agency in Germany was a third party. Actu- 
ally only some $5 million of the loan was utilized because JEIA had other funds 
available, and ECA came along. The American Cotton Supply Corp. served its 
purpose in aiding cotton exports during a critical period when operating banking 
institutions in Germany were nonexistent and other credit arrangements 
impossible. 

5. Actual operations were placed by contract in the hands of the Bankers 
Trust Co. and the necessary administrative machinery was established to permit 
efficient operation and administration, Both administration and supervision 
seemed efficient. 

6. Complaints regarding the operations of the Export-Import Bank have, in 
my experience, been directed chiefly to the amount of time it takes to make a 
foreign loan actually operative. The delays haye been largely due to the foreign 
country representatives rather than the staff of the bank. In the case of Spain 
a cvarently other national policy considerations have in the past caused both 
refusal of loans and delay. The attempt to require that financed commodities 
move on American ships has delayed for months comuletion of a loan recently 
approved. These experiences have raised the question of the extent to which 
the bank should be used to enforce other policies. 

7. The Export-Import Bank has greatly aided in financing the exportation of 
United States cotton. Except for the Foreign Assistance grants, its aid would 
have*been more extensive. As such grants are reduced, the need for credit and 
the o ‘portunities of the bank to assist foreign trade will both increase. 

8. By financing an essential raw material the bank has assisted in expanding 
the economy of cotton consuming countries, employment of their labor and the 
available supply of clothing. 

9. The cotton exporters, selfishly perhaps, prefer to have the Export-Import 
Bank concentrate upon financing exports and imports rather than developmental 
foans. Time and attention so directed may result in even greater benefits to 
international trade than its previous operations. 

10. The operations of the bank have unquestionably resulted in expansion of 
international trade in the past. Ready accessibility to exporters and importers, 
close contacts with private bankers, and continued maintenance of an able staff 
should inerease this usefulness. Continued study of places where credit will 
help move exports or imports and active encouragement of use of its credit in 
such places is desirable. 

There is a feclivng upon the part of some agricultural interests that a more 
direct participatio, of the Department of Agriculture in the operation of the 
bank might assure greater attention to agricultural export credits and a greater 
effort to explore pessibilities and to persuade foreign governments. to utilize 
such credits. We believe that the same, and perhaps sounder, results are ob- 
tained through constant contacts with the departments and the commercial and 
agricultural interests involved. Certainly, as indicated earlier, the bank and its 
relatively small staff have gone to great lengths to work out practicable loan 
programs when problems have been brought to their attention by agricultural 
officials, cotton exporters, or foreign governments. 

Should the committee so desire, either I, or, if the inquiry relates to future 
possibilities of exnanding international trade, preferably the officers of the 
Association actually engaged in exporting cotton, will be prepared to appear 
before vour committee. 

Yours sincerely, 


‘ 


Joun C. Warts, Counsel. 





OBSERVATIONS AND RECOMMENDATIONS ON FoREIGN TRADE PoLicy BY THE 
Export Manacers Crus or Caicaco, Inc., OcrorEeR 1953 


* * * * * * * 


Export-Import Bank and World Bank.—The Export-Import Bank and the 
International Bank for Reconstruction and Development, which are currently 
under investigation by the Senate Banking and Currency Committee, have both 
performed indispensable services in international trade and finance, notwithstand- 
ing the fact that there has been an overlapping of functions in the field of foreign 
development loans. Now, the Eisenhower administration wants the export- 
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Import Bank to discontinue this type of loan in favor of the World Bank, on the 
ground that the continued use of taxpayers’ money for financing the development 
of competitive enterprise abroad cannot be justified. 

It is hoped that the final report of the Banking and Currency Committee, 
which is assisted by a large citizens advisory group, and the recommendations of 
the Commission on Foreign Economic Policy wil! suggest a reexamination of that 
position, in keeping with the thinking that prevails in foreign trade circles. That 
thinking runs about as follows: 

Che United States has taken the lead in propagating in the underdeveloped 
areas of the world the idea that in order to stem Communist aggression, living 
tandards must be raised and that this could be done effectively only through 

dustrialization. This idea has taken hold to such an extent that any attempt 

1 our part to freeze the existing economic pattern would be doomed to failure. 
In other words, it would do us no good to refuse to sell capital equipment to those 
countries in the hope that they will keep on buying our consumer goods, because 
our foreign competitors will gladly supply whatever is needed. The people in 
the underdeveloped areas of the world, and especially in those countries that 
have but recently emerged from colonialism, are on the march and we might as 
vell march with them 

Experience has proved over and over again that under reasonably normal 
conditions the most highly developed countries are our best customers. Experi- 
ence has also shown that if American manufacturers participate in the early 
economie development of a country, a general preference for the United States 
as a source of supply for all future requirements is being established. 

As for using the taxpayers’ money for development loans—since 1940 we have 
been helping the rest of the world to the extent of about $90 billion, in one way or 
another, and it is said that some 75 percent of our huge Federal budget goes for 
paying for past wars and present defense efforts, forced upon us by conditions 
outside the United States. If industrialization loans will relieve the strains and 
stresses that have a way of exploding into wars, they are indeed the proverbial 
ounce of prevention that is worth a pound of cure. In reality, the Export-Import 
Bank has not cost the taxpayers anything as it has more than earned its keep, 
turning in annual profits of more than $50 million during the past few years. 

Without having access to the complete record, we feel safe in saying that if 
the Export-Import Bank has ever promoted competitive enterprises abroad, it 
was as disbursing agent of foreign aid and not as a lending institution of the 
American Government. Loans are made from the point of view of what is good 
for the United States, and the proceeds have to be used for the purchase of ma- 
terials and equipment produced or manufactured in the United States. 

The Export-Import Bank steps into the picture only after it has ascertained 
that a given project is a sound business risk and that financing from private banks 
or other private sources is not available. Exporters of heavy equipment know that 
commercial banks in general are not prepared to extend the long-term credits 
they require and, without the Export-Import Bank, often would be unable to 
meet the competition of foreign producers who, in almost all cases, are backed 
by Government financing. 

A particularly close relationship has developed over the years between the 
American Republics and the Export-Import Bank, and it is inconceivable that 
the kind of help we have rendered there in the past should now be shut off. The 
members of the Dr. Milton Eisenhower mission to South America have had many 
opportunities to familiarize themselves with this admittedly delicate situation 
and their report should be given fullest consideration in formulating the new 
policy. The Export-Import Bank has been and must continue to be our anchor 
to leeward in Latin America, which any sudden shift in the global winds of fortune 
would quickly reveal as the area of topmost importance to use. 

Of course, the Export-Import Bank has had many other functions that have 
kept the wheels of American foreign trade greased or that have taken care of the 
neéessary repairs when trouble developed in the trading mechanism, as has hap- 
pened in Argentina and Brazil. In fact, it has been a most flexible institution, 
adapting its services to the needs of American foreign traders as conditions 
changed. And how mueh they have changed is best demonstrated by the fact 
that the first export-import bank was established in February 1934, for the 
exclusive purpose ef financing trade with the Soviet Union. This flexibility 
should be preserved in order to cope with the changing demands of the future. 
The bill introduced by Senator Murray of Montana, for example, provides for 
the establishment of a special department in the Export-Import Bank with a 
$100 million fund to insure exporters against nonpayment of their bills either by 
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default or ineonvertibility of funds. There are also plans under consideration 
for underwriting these risks by private business, with the Export-Import Bank 
acting as reinsurer. 

In the final analysis, a settlement in the controversy between the Export-Import 
Bank and the World Bank in the field of development loans will depend on our 
determination as to just where cooperation ends and competition begins on the 
international scene. From the looks of things, American exporters would rather 
bank on the Export-Import Bank for services which their own banks cannot 
perform, because in their activities abroad they are faced with competition of 
such severity that they feel the need of dealing with a bank that “talks their own 
language.” 

By contrast, the International Bank for Reconstruction and. Development is 
the bank of cooperation in the sense that ia it and through it, 54 nations work 
together. Being owned by all these countries and having an international point 
of view, it has no particular interest in promoting American business, even though 
we hold more shares (about 38 percent) and have more votes (about 33 percent) 
than any other member country. Its objectives are loftier and broader in scope 
than those of the Export-Import Bank, as shown by the following paragraph 
from its articles of agreement: 

“To promote the long-range balanced growth of international trade and the 
maintenance of equilibrium in balances of payments by encouraging international 
investment for the development of the productive resources of members, thereby 
assisting in raising the productivity, the standard of living, and conditions of labor 
in their territories * * *” 

It appears that but a very small percentage of American exporters have had 
contacts with the International Bank for Reconstruction and Development. 

* * * * * * * 


ee 


Macuine Arrriiatss, Inc., 
New York, N. Y., January 18, 1954. 


Report To tHe Unirep States SENATE COMMITTEE ON BANKING AND 
CuRRENCY 


Machine Affiliates, Inc., is an affiliation of 20 of the foremost noncompetitive 
machine-tool builders in the United States, combined to foster the export of their 
products to Latin America. 

At a meeting held at the Commodore Hotel in New York on October 16, 1953, 
the following sales executives and treasurers of the member manufacturers of 
Machine Affiliates, Inc., along with many of the Latin American representatives 
of that company, who were in the United States at that time, were represented: 
Arter Grinding Machine Co.: A. B. O’Donnell. 

The American Broach & Machine Co. and Sundstrand Machine Tool Co.: R. H. 

Olson, Paul Bert. 

Baldwin-Lima-Hamilton Corp. (Niles Tool Works Division): G. H. Lynn, A. 

Smith, H. D. Humphries. 

Cincinnati Bickford Tool Co.: 8. W. Schauer, R. N. Piper, T. S. Sterrett. 
Cincinnati Electrical Tool Co.: W. C. Borntraeger, R. A. McCarty. 

Cleveland Automatic Machine Co.: Harold LeBlond. 

Danly Machine Specialties, Inc.: E. K. Morgan. 

Elmes Engineering and King Machine Tool Division of American Steel Foundries: 

C. F. Elmes. 

Gallmeyer & Livingston Co.: B. C. Saunders. 

George Gorton Machine Co.: G. Gorton III, W. B. Tomlinson. 

Gould & Eberhardt, Inc.: G. E. Spies, F. Eberhardt, H. Eberhardt, R. B. Bab- 
cock. 


R. K. LeBlond Machine Tool Co.: B. N. Brookman, E. G. Schultz, R. E. Le- 
Blond. 


Lucas Machine Division and New Britain-Gridley Machine Division of New 
Britain Machine Co.: R. 8. Howe, C. J. Lofgren. 

Morey Machinery Co., Inc.: Sigmund Morey, Leonard Morey, Robert Morey, 
H. D. Himoff, E. Payson Blanchard. 

Racine Hydraulies & Machinery, Inc.: H. A. Schultz. 
Latin American representatives: 

Cia. Brasileira do Material Ferroviario, Brazil: Dr. Alfredo do Amaral Osario, 
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Engineer Wilson Hellmeister, Engineer Rubens da cam. Vidigal, Engineer 

Carlos Augustos Moreiera. 

Equipos Industriales 8. A., Mexico: Carlos Garcia Lopez, Rodolfo Valadez, 
Selik Wengrowski, as well as Capt. J. Navarro of the Department do la 
Industria Militar, 

Bromberg & Cia. 8. A. C., Argentina: H. H. Lueg and A. Peralta Ramos. 

Oficina Teenica Stubbins, C. A., Venezuela: Elemer Nyarady. 

Cuban Air Products Corporation, Cuba: Mario Castellon. 

Colombia: A. W. Dunecan-Barker, Medellin; Arturo Samudio and Herman 
Samudio, of Baranquilla; Pedro Nel Machado, of Luis Enrique Hormaza & Cia., 
Cali; and Dr. Luis Scarpetta, of Maquinaria Industrial Ltda., Bogota. 

Aceros y Temple 8. A., Chile: Julio Weidlin. 

Export-Import Bank of Washington, D. C.: G. H. Galloway, examiner. 

The purpose of this meeting was to discuss methods by which we could overcome 
the inroads made by European machine tool manufacturers into the essential 
Latin American market which we had built up for our own group of machine tool 
builders since 1944. 

4 committee from the membership of Machine Affiliates, Inc., group was 
selected to keep in touch with the Senate Committee on Banking and Currency. 
[hat committee is as follows: 

Sigmund Morey, president, Morey Machinery Co., Inc. 

Ralph Howe, executive vice president, New Britain Machine Co. 

Richard LeBlond, president, R. Kk. LeBlond Machine Tool Co, 

Richard Olson, Sundstrand International Corp. 

Walter A. Rentschler, vice president and treasurer, Baldwin-Lima-Hamilton 
Corp. 

Melvin Stone, president, Machine Affiliates, Inc., and chairman of the board of 
the Machine Affiliates Trading Corp., was selected as secretary of that com- 
mittee, 


Our committee members agree that, due to import restrictions, a great portion 
of their former important markets in Europe are practically lost to them, that 
China and most of the Orient is also closed to them, and that the only important 
machine tool export markets that they can look to in the future are Latin America 
and a few of the other remaining free countries of the World. 

The importance of a substantial export market to the American machine tool 
industry is fully appreciated by those in our Government who realize that in 
times of emergency, when machine tools are in critical supply, the engineering 
and operating staffs of the American machine tool builders must be fully manned 
and prepared at short notice to deliver the basic machine tools necessary to 
build war materials for the defense of the United States. 

After World War II, when the defense cutbacks came, the machine tool in- 
dustry had come to depend on the sale of a large percentage of its manufacturing 
potential to export markets throughout the World. In 1946, 26.2 percent; in 
1947, 26.6 percent; in 1948, 17.6 percent; in 1949, 25 percent; in 1950, 19.5 percent ; 
in 1951, 10 percent; in 1952, 10.9 percent, and in 1953, 9.7 percent. 

The aforementioned percentages for 1946, 1947, 1949, and 1950 were enough 
to help the industry maintain its working force on an on-your-mark basis. With- 
out this 25 percent when the Korean situation started and the necessity for im- 
mediate rearmament arose in the United States, we would have been in a much 
more serious position than the one we actually had to face. 

Until 3 years ago we were able to maintain a substantial volume of export sales 
to Latin America. Until that time this volume had increased annually so that 
for this group alone it reached almost $5 million a year. Last year the sales for 
this group were one-tenth of that amount. 

About 3 years ago the European manufacturers of machine tools came into the 
Latin American market offering lower prices than we could on equivalent American- 
made machinery. They also offered extremely low prices on machinery especially 
made for export, prices which we could never, under any circumstances, meet. 
The reason for this is common knowledge; namely, that European labor rates are 
generally one-third lower than ours and practically 50 percent of the cost of a 
machine tool is in labor. In a growing industrialization such as there is in Latin 
America with their serious shortage of capital for industrial investment, these 
cheaper tools were naturally well received. There is no way at all our manu- 
facturers in the United States can overcome the competition of these cheaper, 
especially made for export, tools. However, in the case of the European tools 
equivalent in quality to those of American manufacturers we can help to overcome 
the price differential by offering competition in terms. The terms we offer must 
be at least as liberal as those offered by our European competitors. 
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In the interim period after World War II before the European machine too] 
builders had an opportunity to get to the Latin American markets with their 
lower-priced machinery, we, Machine Affiliates, Inc., had, by strenuous sales 
efforts, including much expensive foreign traveling and extensive advertising, 
made many friends amongst the Latin American machine tool use.s. They got 
to know the quality of our tools, to like them, and to prefer them to the European 
tools which were practically all they received between the two great wars. 

With this in mind and with the aforementioned Latin American shortage of 
industrial capital also in mind, we feel that if we are enabled to offer terms better 
than those offered by the European manufacturers we probably would be able 
to overcome their price competition. 

Unfortunately, we are selling machine tools as independent American manu- 
facturers and not as a government, whereas we have to compete with European 
governments in the matter of financing and not with European manufacturers. 
Practically every European government has some method of financing the 
exportable products of its industries. Germany, France, England, Belgium, 
Italy, and other competing European countries offer their machine-tool exporting 
industries credit insurance, without recourse, for a very nominal fee. Their 
manufacturers do not have to worry about exchange convertibility as we do. 
Most of our European competitors also have the added facility of governmental 
assistance in financing long-term payments; in many instances, for as long as 7 
years. Not alone are they offered this help by their governments but numerous 
foreign banks and other institutions, like the Credit Lyonaise, solicit long-term 
export-finance propositions at very low interest rates. 

It is unfortunate for us that our former sales picture has changed and we are 
not getting a proportionate measure, or even the same measure, of the smaller 
individual orders directly from our foreign representatives. It has always been 
our feeling that orders for individual machines sent to us by our foreign repre- 
sentatives were a much more critical indication of the market trend and an 
excellent barometer of our sales position abroad. 

Orders for projects, sponsored by American companies a abroad, most 
generally follow the pattern laid out by their parent company who will usually 
consider nothing but American machine tools. Large Latin American govern- 
ment military projects, even those which have not had the benefits of Export- 
Import Bank financing, because of the influence of the United States military 
missions, often will not consider anything but the United States machine tools 
suggested by those missions. Quasi-governmental projects, like railroad expan- 
sions and even the bigger private enterprises which are engineered by United 
States engineering firms they have retained, also follow the dictates of these 
engineering firms. Ofttimes this same beneficial situation holds true when the 
foreign engineers on similar projects have been trained in American engineering 
schools. 

Fortunately for us; the Export-Import Bank still insists that United States 
roducts be used by those projects partially financed by them. The Export- 
Toisiors Bank of Washington has proven invaluable in the past in financing Latin 
American projects which involved the purchase of American capital equipment. 
The World Bank, on the other hand, does not help American industry unless the 
capital equipment involved cannot be obtained anywhere but in the United States. 

We do not expect, or desire, subsidies, but we do think that we should be pro- 
vided with some form of credit insurance such as that provided by most European 
governments. We feel that this should be insurance without recourse to the 
exporting manufacturer. It is also our opinion that the burden of the availability 
of dollar exchange should belong to our Government and not to our member 
manufacturers. We believe that our Government or some agency of our Gov- 
ernment should permit us to offer terms equal to, or better than, those.of our 
foreign competitors. It is our understanding that all of the aforementioned 
could be undertaken by the Export-Import Bank of Washington within its 
present charter. 

Machine Affiliates, Inc., has an affiliate company known as the Machine Affili- 
ates Trading Corp., “MATCORP,” which, in turn, utilizes a revolving fund 
provided by the Export-Import Bank of Washington to finance sales to Latin 
American customers of Machine Affiliates, Inc. The scope of the Machine Affili- 
ates Trading Corp.’s contract with the Export-Import Bank has recently been 


broadened to some extent. but this broadening still gives us no credit insurance. 
The Export-Import Bank has almost complete recourse to the Machine Affiliates 
Trading Corp. which, in turn, also has recourse to its stockholding member 
manufacturers for any financing done utilizing the Machine Affiliates Trading 
Corp.’s facilities in Latin America, 
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In addition to all of this, under our present contract with the Export-Import 
Bank, the lack of availability of dollar exchange with which to pay a customer’s 
obligation would constitute a default, and according to the conditions of our 
contract, the Export-Import Bank would have recourse to the Machine Affiliates 
Trading Corp.’s exporting member manufacturer. 

Unquestionably, the Machine Affiliates Trading Corp. offers us some help, 
but itisnot enough. It is the opinion of this committee that some method should 
be provided for credit insurance on shipments into Latin America, which has 
become one of the largest potential export fieids for the industry. This last, 
coupled with the conditions which exist in other parts of the world and the 
declining demand at home, well might seriously jeopardize the ability of the 
machine-tool industry to do its part in any future emergency which might arise 
to threaten the security of the United States. 

MELVIN Stone, 
(For the committee). 


MAcHINE AFFILIATES, INC., 
New York, N. Y., March 12, 1954. 


SUPPLEMENT TO OuR REPORT TO THE UNITED States SENATE COMMITTEB ON 
BANKING AND CuRRENCY Datep JANUARY 18, 1954 


Since submitting the aforementioned report various Latin American friends 
and eustomers of ours, who claim to have already testified before the Senate 
Committee on Banking and Currency, have communicated their resultant impres- 
sions to the Secretary of the Machine Affiliates, Inc., committee which was selected 
to keep in touch with the Senate committee. 

Some of them claim that they had gathered the impression that a few of the 
Senators on the Senate committee felt that future credits by the Export-Import 
Bank of Washington, D. C., to Latin American governmental or quasi-govern- 
mental projects should be curtailed because they were leading to government 
operation of those projects and, therefore, eventually to the socialized state. 

Our committee feels that if their impression is correct an immediate rebuttal is 
necessary. 

As stated in our original report, there generally is and always has been a serious 
shortage of private capital for industrial development throughout Latin America. 
There are many reasons for this: 

Prior to World War I the predominant influence throughout most of Latin 
America was European. Therefore, like Europeans, the comparatively few 
Latin Americans who had capital to invest, preferred, and generally still prefer, 
to make long-term investments in banks or real estate which pay enormous rates 
of interest or profits, in comparison to similar investments in the United States. 
During World War II and for a short period subsequent to it those two were not 
the sole sources of high-investment profits because almost any industrial invest- 
ment in Latin America paid very high dividends. The shortage of imported 
capital and consumer goods throughout Latin America, caused by their being 
cut off from their former European and Japanese sources for such goods and the 
restrictions on exports put into effect by our own Government, temporarily pro- 
vided the high-profit incentive which induced Latin American capitalists to invest 
in their home industries. 

Almost immediately following the end of World War II when we in the United 
States were released from Government restrictions and started to ship large quan- 
tities of capital and consumer goods to Latin America many of their new industries 
were unable to meet the competition offered by the generally superior imported 
products. Under those circumstances most capital started from their home 
industrial investments. 

Were it not for the Latin American government fomentos (industrial credit 
agencies) set up at that time by most of their governments, the industrial let- 
down throughout Latin America after the war would have been far more serious 
than it was. Several of these fomentos asked for and received credit from the 
Export-Import Bank of Washington, D. C. Without such credits the fomentos 
would have been unable to function. 

After World War II the major source for industrial investment capital through- 
out Latin America was those fomentos and an influx of European refugee indus- 
trialists who migrated to Latin America with what capital they were able to 
salvage and a considerable amount of know-how, , 
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As to the governmental projects and quasi-governmental projects, such as the 
railroads, utilities, steel mills, oil projects, ete., it would have been an absolute 
impossibility to get entirely private investment capital in Latin America to finance 
undertakings of such magnitude. 

In many instances the railroads were bought by the respective governments 
and are operated by private companies under an arrangement with these govern- 
ments. In some instances the public utilities are owned by a government in 
ae with foreign or domestic private capital which operates the enterprise. 

his also applies to such quasi-governmental projects as the steel mills. 

It is our studied opinion that if Export-Import Bank assistance is reduced 
or cut off to these governmental and cnpeeialis quasi-governmental projects, 
either Latin American industrialization will be severely curtailed or they will 
again look to Europe for their industrial capital and this rapidly growing market 
will be lost to us as it was prior to World War II. 

We are of the further opinion that governmental financial assistance to indus- 
trial projects, or public utilities, in those instances where private financial assist- 
ance is unobtainable, does not imply that it will eventually lead to socialization. 
Many of the Latin American quasi-governmental projects, which are managed 
by private companies, are well run and with very little, if any, governmental 
interference and we wish to repeat that they never would have come into being 
at all were it not for the assistance of their own governments which, in turn, were 
assisted by the Export-Import Bank of Washington, D. C. 

MELVIN STONE 
(For the committee). 





NaTIONAL Corron CouNnciL oF AMERICA 
RECOMMENDATIONS OF COMMITTEE ON FOREIGN TRADE 


The committee on foreign trade recommends for 1954: 


* * * * * * * 


2. That the administration be urged to consider steps immediately to encourage 
the restoration of currency convertibility in those countries whose reserve posi- 
tions and conditions of trade balance are such as to warrant the resumption of 
free exchange markets; ‘ 

That, since the council believes that the convertibility of key currencies is basic 
to the return of normal world trade and is essential to the sustained expansion of 
American agricultural exports, a program of convertibility be sought through 
informal conversations addressed to that purpose between the United States and 
Great Britain, and that such conversations give consideration to the establish- 
ment of an international exchange authority in which all countries prepared for 
convertibility would be eligible to participate; 

That this agency, jointly controlled and financed, serve as an expanding nucleus 
of convertibility, increasing the incentives of inconvertible countries to restore 
trade equilibrium and sound currencies; and 

That for this undertaking, use might be made of funds now idle in the Inter- 
national Monetary Fund; 

* * * * * * * 


4. That the authority of the Export-Import Bank be continued in its present 
form with increased emphasis on commodity loans and that the favorable terms 
of the loans be made available to foreign buyers through normal banking channels, 
insofar as practicable, as a means of helping United States cotton to be more com- 
petitive in foreign markets; and, further, that the Secretary of Agriculture be 
made a member of the National Advisory Council, which determines foreign 
lending policy, and that the Department of Agriculture establish and maintain 
close liaison with the Export-Import Bank to promote and expedite foreign agri- 
cultural credits; 

5. That, where it is determined that the lack of dollar exchange is limiting the 
consumption of American cotton, local currencies be accepted in payment as a 
temporary expedient until currency convertibility is achieved; and that agree- 
ments with foreign countries on our acceptance of these currencies provides: 
(a) that such trade should be in addition to sales that would otherwise be made, 
(b) that currency received from such sales be exchanged at the official rate, 
(c) that the foreign trade of friendly nations is not unduly disrupted, (d) that 
cotton moved in this manner is through the private channels of trade, and (e) that 
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proper restrictions be placed around the acceptance and disposal of foreign cur- 
rencies So as to insure the Government obtaining the value of such currencies; 

6. That the Council urge that any Export-Import Bank cotton loan shall 
specifically require, wherever possible, that contracts be negotiated between the 
foreign consuming mill, or an agent specifically appointed by such mill, and the 
private United States exporter, and that specific documentation of such negotia- 
tion be supplied; 


* * * * * * * 
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Ill. FINANCING OF INTERNATIONAL TRADE AND INVESTMENT 





The foreign traders and investors represented at successive national foreign 
trade conventions have developed and enunciated a number of fundamental 
principles relating to the financing of international trade and investment. This 
40th convention, meeting at a time when the foreign lending activities of our 
Government and the lending activities of the international institutions in which 
it participates are under review, believes that a restatement of these principles is 
particularly timely and appropriate. 

This convention holds that industrial development abroad, as at home, is 
properly the function of private enterprise. No United States public funds 
should be used, either directly or indirectly, for this purpose or for any other pur- 
pose related to economic development, unless such action is clearly in the national 
interest, or unless it is compelled by present commitments incident to our partici- 
pation in existing international financial institutions. The use of publie funds 
over which our Government exercises direct contro] should in all events be con- 
fined as far as possible to those countries and those fields of activity where condi- 
tions are such that private capital cannot presently be attracted; and the use of 
such funds should, furthermore, be confined as far as possible to those cases where 
it can be shown that the recipient country is making a determined effort to create 
a favorable climate for private investment. 

The convention holds that, unless the use of public funds serves to open up or 
broaden the channels of private investment, the full benefits that might other- 
wise be conferred will not be realized. It goes without saying that in no event 
should financial assistance be extended for uses inimical to the interests of the 
American foreign investor. 

International Bank.—The convention recognizes that the International Bank 
for Reconstruction and Development is designed to promote the economic develop- 
ment of its member countries. The convention emphasizes, however, that the 
provision of capital funds for development purposes will not assure the ends 
desired unless the funds are accompanied by the managerial and technical skills 
requisite to their effective use. The convention believes, therefore, that the 
bank should channel more of its loans into private enterprise projects, and othere 
wise intensify its efforts to foster the private enterprise concept which the con= 
vention holds to be fundamental to economic progress. 

Export-Import Bank.—As distinct from the International Bank, the Export- 
Import Bank of Washington is, in the words of the 1945 amendment to the act 
creating it, an instrumentality designed ‘“‘to aid in financing and to facilitate 
exports and imports and the exchange of commodities between the United States 
or any of its Territories or insular possessions and any foreign country or the 
agencies or nationals thereof.’’ In keeping with this policy, the Export-Import 
Bank, in cases where adequate accommodations are not available through private 
financial institutions, can play a highly useful role in providing intermediate-term 
financing for American exporters and importers, preferably with the cooperation 
and participation of these private institutions. It can also be helpful, under similar 
circumstances, in providing longer-term financing for the purchase, by entities 
located abroad, of needed materials and equipment of United States origin. If 
this financing is made available in line with the courageous approach the bank 
has taken in previous years, American traders and investors can there be afforded 
a better opportunity to maintain their position against foreign competitors, whose 
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governments are providing them with generous assistance for the development and 
expansion of their activities. 

The convention commends the management of the bank for the care it had 
exercised in screening loan applications, and for the emphasis it has given to the 
need for fundamental soundness and productivity in the undertakings involved. 
It also commends the management for its adherence to the concept that the in- 
creased production and trade it has endeavored to stimulate can best be fostered 
through the development of enterprises under private operation and control. It 
is worthy of commendation, furthermore, that, in serving the interests of American 
foreign traders, the bank has, at the same time, so managed its affairs as to show 
a profit. 

In the field of policy, however, the convention notes that there has been, since 
the beginning of the year 1953, a marked reluctance on the part of the Govern- 
ment to permit the facilities of the bank to be used to the extent they could be 
used, safely and effectively, toward financing the expansion of American foreign 
trade. What is called for specifically is a rededication to the original purposes 
for which the bank was created and a reassurance that active implementation of 
these purposes may be expected. It is of course equally important that the bank 
reaffirm its policy of not undertaking operations which commercial banks are 
themselves willing to finance on reasonable terms. 

The convention emphasizes that the American foreign trader cannot look to any 
international agency as a substitute for the Export-Import Bank for the financial 
accommodation he requires. 

Proposed international financing institutions—The convention supports the 
stand taken by the 39th convention in opposition to the creation of an Interna- 
tional Finance Corporation, or any other international agency, for the provision 
of equity capital abroad. This convention is also opposed to the creation of a 
Special United Nations Fund for Economic Development (SUNFED), or any 
other international agency, for the supply of public funds on a grant or long-term, 
nominal-interest basis. It is opposed, in short, to the proliferation of mechanisms 
of any sort designed to funnel the American taxpayers’ money into dubious 
economic channels. 

The convention is extremely skeptical of all governmental and intergovern- 
mental efforts to accelerate the process of industrialization by the promotion of 
ventures which lack sufficient merit to elicit the interest of private investors. 
The convention does not question the importance and the desirability of sound 
industrial development throughout the world; but it warns that substitution of 
political decisions for busineas judgment frequently results in the promotion of 
high-cost and uneconomic industries which depend upon exorbitant tariffs and 
other restrictions for their continued existence to the detriment of the consumer, 
the taxpayer, and the entire national economy. 

Foreign policy objectives.—The convention believes that the Export-Import 
Bank, in serving as an essential and effective instrumentality for the financing of 
American foreign trade, can operate in harmony with the foreign policy objectives 
of the United States in a manner which is beyond the province of any international 
organization. It is indispensable, from this standpoint, that there be available 

an organization, such as the Export-Import Bank, which is completely responsive 
to the decisions and directives of our own Government, and not to those of any 
other authority. 


SyntTHetic OrGAantc CHemMicaAL MANUFACTURERS ASSOCIATION, 
New York 17, N. Y., April 22, 1954. 
Hon. Homer E. Caprenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 


My Dear Senator Capenart: The Synthetic Organic Chemical Manufac- 
turers Association submits in behalf of its members, for your consideration, views 
regarding the operations of the Export-Import Bank and their relationship to 
the expansion of world trade. 

A word of explanation regarding the interest of the association and its members 
in this subject may give some perspective to what we have to say. We are a 
group of 94 manufacturers of organic chemicals who account for about 90 percent 
of the productive capacity of the synthetic organic chemical industry. The 
industry is of major importance to the defense security of the United States. 
I. is also one of the most dynamic sectors in the United States economy. Its rate 


of expansion in the last few years has been nearly four times that of all United 
States industry. 
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Only in recent years has the United States had an organic chemical industry. 
Prior to World War I the country was dependent on German organic chemicals. 
The grave dangers to national security experienced in World War I because of 
the lack of an organic chemical industry resulted in the formation of a positive 
national policy for the establishment and the protection of the domestic synthetic 
organic chemical industry. The chemical schedule of the Tariff Acts of 1922 
and 1930 were consciously adopted by the Congress as the means for providing 
adequate assistance to an American organic chemical industry. Safeguarding 
the national security is the primary objective of that policy. 

In common with most United States tariff rates, the duties applying to chemicals 
have been drastically reduced under the trade agreements program. In 1952, 
96 percent of chemical imports were subject to reduced rates of duty. The averagé 
ad valorem equivalent of duties paid on chemical imports declined from 25.1 
pereent prior to trade agreement concessions to 12.4 percent as of January 1, 
1953, a 51-percent reduction. Of the 427 rates in the chemical schedule of the 
Tariff Act, 323 have been affected by trade agreement concessions. 

Ours is essentially a batch process industry. Organic chemicals are aptly 
characterized as ‘‘fine chemicals.’ Their production requires many individual 
processing steps. The raw materials which begin the processing stage may 
remain in production— ‘being taken through individual steps in tanks, vats 
pressure chambers, and mixing vessels—for weeks or sometimes months before 
emerging in finished form. High labor costs per unit of production are incurred 
in this type of manufacture. The nature of the chemical reactions involved and 
the types of controls required in general do not admit of the continuous process 
type of manufacture. We first produce chemical intermediates which serve as 
carbon atom building blocks. These are then combined with other chemicals 
and converted into finished products such as explosives, medicinals, dyes, plastics 
synthetic rubber, insecticides, detergents, photographic chemicals, soil condi- 
tioners, pesticides, flavor and perfume materials, synthetic fibers, fuel additives, 
and other countless useful products. 

Much the same technology exists in the major foreign countries producing 
organic chemicals. The distinguishing factor of production costwise is labor. 
With comparable productivity the foreign industry incurs labor costs at rates 
varying from one-fourth to one-tenth those paid by our industry. Foreign pro- 
ducing units are either state-owned in whole or part, or enjoy the positive assist- 
ance of national policies which place at their disposal subsidies and other forms 
of preferential treatment which contribute to their cost advantage. In organic 
chemicals particularly the foreign industry has with recurrent regularity in the 
past become cartelized. Excess foreign production has been marketed through 
the policies of the cartel in the United States and other overseas markets at 
prices established by the cartel to insure the disposal of inventories. 

The above factors require the continued assistance which the United States 
tariff on chemicals provides the domestic industry. Our industry is much con- 
cerned with the concerted efforts being made under the slogan, “trade, not aid,”’ 
to effect further reductions in the United States tariff. It is the position of our 
industry that the major factors contributing to an expansion of foreign trade lie 
outside of the area of tariff reduction. It is recognized on all sides that the most 
important factor in the continued improvement of the economic state of the 
nations of the free world is the strength and vitality of the Amevican economy. 
A policy of tariff reduction could reduce the growth potential and the stvength of 
the American organic chemical industry in a way quite inconsistent with the role 
which this basic industry can and should play in the continued strength of the 
economy. More importantly, such.a policy would impair the defense productive 
capacity of our industry. 

We regard it as of great importance, therefore, that a clear understanding be 
achieved by our Government of the principal efficient means for expanding foreign 
trade. Foremost among these, in our view, is the stimulation of the flow of 
United States investment capital to foreign countries. A complementary policy 
to this is the strengthening of the Export-Import Bank and the International 
Bank for Reconstruction and Development, accompanied by a liberalization of 
their lending policies which will assist in channeling the resources of both banks 
without overlapping into constructive projects which will augment the enlarge- 
ment of international trade. 

The views of this association on this subject have been developed in detail in 
the volume Trade, Strength, and Security, which was submitted to the Commis- 
sion on Foreign Economie Policy. Copies of the volume are available to your 
committee. It delineates in detail the precise approach which our industry feels 
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will be fruitful in the enlargement of world trade without the impairment of 
America’s essential industrial strength. 

We have solicited the views of those of our members most likely to have had 
experience with the operations of the Export-Import Bank and the International 
Bank for Reconstruction and Development. We have consolidated their response 
into the following comments to the 10 questions posed by your committee: 

1. The nature or purpose of contacts with the bank: 

Member companies have had contact with the Export-Import Bank in the 
following ways: 

(a) In the administration by the bank of an ECA guaranty contract; 

(b) Through inquiries of the bank regarding general business conditions and 

* the mr emeene situation pertinent to certain commodities in various countries : 

(c) With reference to projects of Egypt-Israeli under development programs, 
contacts in getting approval of documents, shipping papers, expediting letters of 
credit and rendering required reports to the bank. 

2. If correspondence was had with the bank, were prompt and satisfactory 
replies received? 

The companies concerned in the above contacts report that the relationship 
with the bank has been entirely satisfactory, replies to correspondence were 
prompt and satisfactory, and frequently answers were received by telephone. 

3. Has application been made for loans from the Export-Import Bank? 

No member company reported having applied to the bank for a loan. One 
member supplied technical assistance to the bank and to applicants for loans. 

4. Isso, was the application granted or denied? Was it handled in a courteous 
and expeditious manner? 

The member supplying technical assistance to the bank and to loan applicants 
reports that the bank’s representatives were efficient and courteous, and com- 
munications were handled in an expeditious manner. 


5. If a credit was authorized, was it administered by the Export-Import Bank 


in an efficient manner? 

The member with such experience indicates that the bank administered the 
credit in an efficient and courteous manner. 

6. Have you any specific complaints about the operations of the Export-Import 
Bank? 

None of the association’s members reported having any specific complaints. 

7. Has the Export-Import Bank aided or failed in properly financing and 
facilitating the export-import trade of the United States? 

All of the members responding to this question indicate their belief that the 
bank has aided in properly financing and facilitating the export-import trade of 
the United States. Approval in this regard is expressed of the bank’s policy that 
as a condition of loan the facilities for the project concerned be purchased in the 
United States. 

8. Has the bank assisted in developing and expanding the economy of foreign 
countries? Has it increased their capacity to purchase United States exports? 

All members responding to this inquiry answered both questions in the affirma- 
tive. One suggests that the bank restrict itself to discounting commercial paper 
on a sound credit basis. This member believes that loans should be made only 
on self-liquidating projects and not for general social improvements such as 
schools, public health, and the like. Another member cites as evidence of the 
increased capacity of foreign countries to purchase United States exports through 
the bank’s assistance the following recapitulation of loans by areas for the period 
1934 to June 30, 1953: 


Latin America i i hs 4 _.. $2, 139, 866, 000 
Asia Si te sealed foi Sarr mitted 915, 374, 000 
Europe : arc ee al . 2, 703, 181, 000 
Other countries ; a Late Ns 547, 765, 000 


Total_. Fst de ASI dsb i> setae sein oo edie aan 


It would seem apparent that this volume of loans associated with the bank’s 
policies with respect to purchases from the United States would indeed have 
increased the capacity of foreign countries to purchase United States exports. 

9. Suggestions for changes or alterations in the policies or operations of the 
Export-Import Bank. 

Two members responded specifically to this question. One suggests an increase 
in the capitalization of the bank as a means to improvement in its operations, 
Another states its understanding that the bank is restricting itself too much to 
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ransactions involving large projects and recommends greater emphasis in lending 
sistance in smaller individual foreign sales problems involving convertibility and 
transfer of currencies. 

10. Has the Export-Import Bank facilitated the expansion of international 
trade in the past, and if so, how can it more adequately expand it in the future? 

Our members believe that the bank has aided greatly in properly financing the 
United States export-import trade in the past. Opinion is offered that the bank 
can continue to contribute in this area by financial assistance on projects in foreign 
countries particularly in the field of self-liquidating programs. 

Our organization, of course, is not in favor of supporting the use of Export- 
Import Bank funds on foreign projects which would stimulate imports of synthetic 
organic chemicals which already are freely available from domestic sources. 

Though the association itself has had no direct experience with the Export- 
Import Bank, its committee charged with the study of problems in the area of 
international trade touched upon the subject matter of interest to your committee. 
We are excerpting from the association’s study on United States foreign economic 
policy, Trade, Strength, and Security (pp. 193-196), the following observations 
thought to be of interest to your committee: 

‘The traditional patterns of international capital movements have been se- 
riously disrupted by the war and the preoccupation of foreign economies with 
reconstruction. An enduring solution of international balance-of-payment prob- 
lems involves the re-creation of multilateral trade in which the countries producing 
raw materials for export assume an important role through their expanding earn- 
ings of hard currencies. Traditionally the important way of financing imports 
of underdeveloped countries who produce these primary products has been through 
foreign private investment. Undoubtedly the implementation of sound develop- 
ment programs for the underdeveloped countries would raise the general level of 
‘eal income of large sections of the world’s population. 

“The countries that bave suitable natural resources for development have not 
always enjoyed adequate participation in foreign investment. Absence of power, 
transportation, and communication facilities; the presence of strong nationalistic 
tendencies; the ever-present threat of expropriation; the existence of exchange 
controls and discriminatory exchange practices which limit incentives by restrict- 
ings earnings transfers and limiting capital transactions to unfavorable exchange 
rates—these are some of the many deterrents to substantial capital movements to 
the underdeveloped areas. It must not be assumed, therefore, that a substantial 
and rapid increase in private foreign investment could be expected to oceur in the 
space of the next few years. A beginning must be made, however, on the re- 
moval of these impediments to private investment incentive if any long-range 
accomplishments are to be recorded in the underdeveloped areas. 

“At this time the progress toward fuller convertibility of currencies should help 
promote international movements of investment capital. Technical-assistance 
programs through the United States Foreign Operations Administration and 
similar agencies in other governments, loans by the International Bank and the 
Export-Import Bank, and international diplomacy can and are doing much to 
improve the climate for private foreign investments. The continued expansion 
of the United States economy with its great needs for industrial raw materials is a 
natural complement to the needs of foreign countries for capital equipment to 
develop their natural resources. Encouragement of the underdeveloped countries 
to adopt sound fiscal policies with positive safeguards against inflation and to 
eliminate restrictive policies and attitudes toward foreign investment, can do much 
to improve the climate for foreign investments. 

* * . * * * * 


“Tt may be helpful to clarify the operating policies of the Export-Import Bank 
to remove any question regarding its authority to make reconstruction and de- 
velopment loans. The magnitude of the job to be done in stimulating the econ- 
omies of underdeveloped areas through foreign investment may be sufficiently 
great to warrant the activities of both the International Bank for Reconstruction 
and Development and the Export-Import Bank in that field. An increase in the 
capitalization of the Export-Import Bank to $5 billion and a clarification of its 
policies to permit a more liberal administration of its lending authority would help 
it to make a greater contribution to this area of the investment problem.” 

The association is grateful for the opportunity to present its views upon that 
sector of the expansion of international trade of interest to the committee. 

Respectfully submitted. 

Cary R. Waaner, President: 
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WASHINGTON BoaRD or TRADE 
RESOLUTION 


Whereas the problems incident to the fostering of world trade and its copartner, 
private investment, in the world today are problems of each community, and in 
order to meet these problems in an intelligent manner for this community the 
Washington Board of Trade has set up a world-trade committee, and 

Whereas such committee is charged with the responsibility of providing a 
medium whereby world trade and foreign economic matters and legislation as 
they generally or specifically affect the local economy as well as the economy of 
the free world, might be discussed and analyzed and thereafter reduced to such 
recommendations as may be deemed appropriate to the board of directors of the 
Washington Board of Trade as to policy and action, and 

Whereas it was the sense of the world-trade committee that the matter of 
financing exports and imports on a longer-term basis than normally available 
through private sources in order to properly dispose of the rapidly increasing 
volume of exportable materials, and 

Whereas it seemed apparent from Reorganization Plan No. 5 affecting the 
reorganization of the Export-Import Bank of Washington, the press releases 
incident thereto and subsequent administrative actions which have been taken, 
that an efficient agency of Government, particularly designed to foster export 
and import trade at a time when exportable surpluses were becoming more avail- 
able and at a time when foreign competition was increasingly active, was being 
rendered inoperative it was deemed advisable by the world trade committee to 
study the effect of this reorganization upon export-import trade and the effect 
of administrative actions subsequently taken, the secretary of the world trade 
committee has appointed a subcommittee to study the whole scope of the effect 
of such actions upon our world-trade position and to report its findings and 
recommendations. 

Therefore, pursuant to this appointment your committee has worked assidu- 
ously to gather facts and has conferred with many persons who were well ac- 
quainted with export trade and with the operations of the Export-Import Bank 
of Washington. , 

Your committee has found, in its opinion, that the Export-Import Bank had 
operated economically, efficiently, and had been of great service, not only to the 
export-import trade of this country, but to our friends throughout the free world. 

The operations of the Export-Import Bank of Washington and the effect of the 
reorganization plan mentioned upon its operations are described in staff memo- 
randum No. 83-1-24, “Reorganization Plan No. 5—Providing for a reérganiza- 
tion of the Export-Import Bank of Washington” as prepared by the Senate Com- 
mittee on Government Operations under date of June 2, 1953, which is appended 
hereto (appendix A) and made a part of this report. 

It is the consensns of the opinion of your committee that Reorganization Plan 
No. 5 as implemented, will result in removing from the exporters of the United 
States a means of financing which will result in a loss of world trade which will 
be very serious at a time when exportable surpluses are becoming evident and at 
a time when to preserve full production in the United States will require increased 
foreign trade. Further, it is the belief that the removal of this facility will 
hamper our relations with nations of the free world, particularly Latin America. 

It is therefore respectfully recommended to the world trade committee that 
the Washington Board of Trade through its directors, lend its full suppurt to any 
action taken by Government in either the executive or legislative branches for a com- 
plete study of the role of the United States Government in export trade. The 
seope of this support in the opinion of your committee, should follow these 
general principles: 

1. The international monetary situation and the need for ence and in- 
creasing world trade volume necessitate Government action to assist American 
business in maintaining this trade. 

2. The Export-Import Bank of Washington throughout its operation has effi- 
ciently performed this function. 

3. Our foreign competitors have facilities similar to the Export-Import Bank 
for the financing of their export trade. 

4. Long-term loans at reasonable rates of interest are required to meet this 
competition. 


5. Private financing is unwilling and/or unable to afford such long-term financ- 
ing. 
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6. The Export-Import Bank of Washington has operated on sound banking 
principles and has not been a net charge against the Treasury of the United States 
from which it receives its financing. While it is true that funds for the Export- 
Import Bank have been furnished by the Treasury of the United States since the 
passage of the Export-Import Bank Act of 1945, as amended, and your committee 
is entirely sympathetic to any action that would tend to balance the budget, it is 
believed that the net profit earnings of the Export-Import Bank since its inception, 
not to mention the reserves which have been established nor the asset value of the 
bank’s portfolio which has been accumulated, far outweighs the annual disburse- 
ments made by the bank from Treasury funds and is a negligible annual amount 
to invest to maintain a steady flow of commerce and its resulting mutual friend- 
ships between neighboring and friendly nations. In this connection, attention 
should be called to the difference between commitments and disbursements. 
From the bank’s inception in 1934 to December 31, 1952, the commitments 
totaled $5.9 billion, total disbursements $3.9 billion, of which $1.4 billion had 
been repaid. 

7. The effect of the operations of the Export-Import Bank of Washington have 
been most apparent in our relations with the Latin American Republics. 

a) An analysis of the operations of the bank for all countries; for Latin America; 
and for the 3 largest Latin American countries; Brazil, Chile, and Mexico; for the 
5 calendar vears between 1948 and 1952 show the following significant figures. 

These figures are a comparison of disbursements with principal repayments plus 
net interest received during this period. The net interest figure is an estimated 
pro rata interest payment to the Treasury minus an estimated pro rata deduction 
for administrative expense of the bank.): 

For all countries affected by the operations of the Export-Import Bank the net 
profit for the 5-year period to the United States Treasury has been $280 million 
or $56 million a year. For all Latin American countries for the same 5-year 
period the profit has been $38,989,400 per year; for Mexico profit has been 
$4,255,200 per year; for Chile profit has been $11,028,400 per year, and for Brazil 
a cost of $1,873,800 per year. 

(b) While it is impossible to segregate the effect of this financial assistance 
upon the export trade by the Export-Import Bank of Washington, the following 
figures are significant: 


For 5-year period 1948-52: Per year 
Total exports to Latin America (average) --- $3, 266, 290, 000 
Total exports to Brazil , 497, 443, 000 
Total exports to Chile... --_- ; 122, 856, 000 
Total exports to Mexico edie biti 575, 534, 000 


8. The international bank, which has been suggested as the replacement for 
the Export-Import Bank, is not a United States agency and the policy is con- 
trolled by a Board of Directors made up of representatives of many countries, 
most of which already have plans, similar to the Export-Import Bank, for extend- 
ing export credits to their nationals. 

9. ‘the International Bank is specifically prohibited from requiring that the 
proceeds of a loan shall be spent in the territories of any particular member, 
whereas usually Export-Import Bank loans are restricted to financing United 
States Material and equipment. 

10. The Export-Import Bank of Washington should be reconstituted along 
the lines of the act of 1945 as amended, as an independent agency of the Federal 
Government, for the following reasons: 

(a) That a bank should have a continuing entity as to policy and administration 
particularly as its loans cover a long term of years. 

(b) That to achieve this longevity, a Board of Directors with varying terms of 
office, should be provided. 

(c) That the provisions of the Export-Import Bank Act of 1945, as amended, 
providing for a bipartison Board of Directors, has demonstrated its soundness 
and should be maintained. 

(d) That a Board of Directors is less susceptible to pressures than a single 
executive. 

(e) That without such an agency, no means of encouraging export-import trade 
will be available. 

li. The act reconstituting the Export-Import Bank, if it’is desired to remove 
the financing from the United States Treasury could provide for the issuance of 
debentures by the bank, similar to the International Bank, which would be 
guaranteed by the United States Government. 







































































1128 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


12, The act reconstituting the Export-Import Bank should emphasize the 


establishment of loan guaranties in addition to the direct loan provisions. 

There is attached, as exhibit B, a detailed presentation of Export-Import Bank 
and World Bank (International Bank) financing and operation. 

In conclusion, it is respectfully recommended that the board of directors of the 
Washington Board of Trade, by resolution, adopt this report as its official action, 
and 

Further, that the chairman of the world trade committee be instructed te fur 
nish this resolution to the executive and legislative branches of the United States 
Government, the press, the United States Chamber of Commerce, the Nationa! 
Association of Manufacturers, other chambers of commerce, export managers 
clubs, and other organizations of interest throughout the United States. 


FARM ORGANIZATIONS 


AMERICAN FARM BUREAU FEDERATION, 


Chicago 1, Ill., January 18, 1944. 
Senator Homer CaprEHart, 


Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Senator Cappnarr: We have been giving careful consideration to the 
questions concerning the operations of the Export-Import Bank, which were 
submitted to us in your letter of November 25, 1953. 

The nature of some of these questions is such that it would not be possible 
for us to submit complete answers without making more extensive studies than 
we would be able to complete in the near future. We are, however, glad to 
submit tentative answers and general comments. 

First of all, we want to stress agriculture’s urgent need for expanded exports, 
and our belief that in the long run, a satisfactory level of farm exports can be 
achieved and maintained, only as a part of a general expansion of international 
trade. 

As you know, farm production was expanded to meet the extraordinary demands 
of World War II and the early postwar period. A falloff in this foreign demand 
brought about by reduced foreign aid and the increased availability of supplies 
outside the United States has been a major contributing factor to the downward 
trend followed by farm prices since early 1951. 

The importance of export markets to American farmers is indicated by the fact 
that agricultural exports amounted to $5 billion or more than $1,000 for every 
commercial farm in the United States in 1951. Approximately 52 million acres 
of cropland were devoted to the production of agricultural commodities for export. 
During the year ended June 30, 1953, as compared to the previous year, cotton 
exports dropped 47, percent, wheat and flour 33 percent, lard 37 percent, and 
tobacco 16 percent. Recently, total agricultural exports have been running about 
30 percent below 1951. 

Largely due to the recent loss of exports, we are now faced with accumulating 
surpluses, declining prices and the prospect of diverting 25 to 30 million acres 
of cropland from 3 crops in 1954. The resulting reduction in farm income is 
serious and will be felt in every segment of the national economy. 

Ixxport markets benefit farmers not only by adding dollars directly to farm 
income but also by relieving the domestic market. of commodities that otherwise 
would become price-depressing surpluses. The individual farmer has a stake in 
agricultural exports even though he may be producing things we do not sell abroad. 
Lack of export outlets tends to force producers of export crops to shift to produc- 
tion of commodities for the domestic market. 

Exports of nonfarm products also help agriculture by giving more people work 
and boosting buying power in this country. 

If we are to have good export markets, we must be willing to accept imports in 
payment and increase our investments abroad. 

What we need is expanded multilateral trade based on mutual advantage. 

As a fundamental proposition, we believe that foreign trade should be con- 
ducted and financed through private business channels to the maximum extent 
possible. In this connection, we note that question 5 asks if public funds should 
be used for certain types of financing “provided that it can be done on a financially 
sound basis—i. e., as a reasonable banking risk.’’ If it can be done ‘‘as a reason- 
able banking risk,”’ it would appear to us that such financing can and should be 
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carried out by private enterprise. Government lending is justified only in areas 

where the possibilities of a successful venture and the probable benefits of such a 
ture are sufficiently great to justify public assumption of risks that private 
terprise cannot or will not assume. 

Adequate credit is essential to the expansion of both imports and exports. 
lo the extent that private credit agencies are unable or unwilling to provide such 
redit at reasonable rates and terms of repayment, the Export-Import Bank 
hould provide credit for these purposes. 

With these general thoughts in mind, our comments on your questions are as 
follows: 

Questions 1, 2, 3, and 4. The Export-Import Bank has aided the American 
farmer by providing short-term credit in some cases to facilitate exports. A case 

point is the export of cotton to Japan. Internal interest rates in Japan run 
om 10 to 12 percent. If a Japanese importer of cotton is required to open irre- 
able letter of credit before stocks can be loaded at the port, he may have to 
iy this high rate of interest for several months before he receives his cotton, 
ind for as long as 18 months before he sells his products. The savings in interest 
ade possible by an Export-Import Bank loan run as much as 2 to 3 cents per 
sind of cotton. This is particularly important when our cotton tends to be 
overpriced in the World markets. Loans are without cost to the United States 
Government since the money presumably is loaned at cost 

rhis type of export stimulus has application to other countries and to a number 
of farm products other than cotton. Whenever it can be done on a sound basis 

ithout competing with private financing, we should use Export-Import Bank 
loans to improve the competitive position of United States farm products in 
world markets. 

The Export-Import Bank should also provide needed credit to American 
importers who are unable to obtain adequate credit at reasonable rates and terms 
of repayment for the purchase and importation of goods, especially articles which 
have important dollar earning possibilities. We are informed by reliable sources 
in the importing and retail distribution field that importers and retail distributors 

are unable to obtain adequate credit from private sources for the importation 
and merchandising of imported goods which are in demand in the United States 
and which would provide additional dollar earnings and thereby facilitate the 
expansion of agricultural exports. Such credit could be extended to American 
importers to finance the importation and storage of goods in warehouses under 
United States customs bond pending sale. As the imports are sold and removed 
from bonded warehouses, the loans would be repaid or extended to finance addi- 
tional purchases where appropriate. 

It is estimated that $100 million of such credit extended by the Export-Import 
Bank would be sufficient to finance the expansion of as much as $500 million worth 


of needed imports annually One of the serious deterrents to expanding sales of 
needed imports into the United States is uncertainty as to delivery dates, quality 
of products and costs If importers, who are willing to assure necessary risks, 


ould obtain needed credit to purchase and store commodities in bonded ware- 
ouses in the United States, they would be able to make deliveries to retail 


distributors when and as needed. They could also furnish samples and make 
firm commitments as to price and quality Up to now, the Export-Import Bank 


has made few, if any, loans of this character 

The American Farm Bureau Federation also supports the legislation enacted 
by the Congress last-session to authorize the Export-Import Bank to provide 
insurance against certain extraordinary risks incident to storing farm products 
abroad in order to facilitate orderly movement into export markets 
5. As pointed out above, we believe that the financing of international trade 
and investment should be conducted by private enterprise if it involves no more 
than “a reasonable banking risk.’’ Public financing is justified only where 
private industry is unable or unwilling to assume the risk involved. Our gerieral 
reaction to subsections (a), (b), and (e) of this question is that it is unwise to trv 
to classify foreign trade transactions into such exclusive categories. The effects 
of expanding trade are not confined to individual transactions Trade which 
contributes to economic development, increased production, and rising living 
standards generates opportunities for further inereases in trade. As I have 
already pointed out, an expanded international trade is a necessity for agriculture 
Our ability to expand foreign markets on a sound basis is limited by the ability of 
other countries to increase their earnings of the dollars we demand in payment, 
Thus, financing that does not initially involve farm products may prove to be of 
long-run benefit to agriculture. 
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As I also indicated above, we believe there are cases where public financing is 
justified to expand agricultural exports and also to expand imports to pay for 
them. We are not in a position to determine the need for public financing of 
nonagricultural exports; however, we are of the opinion that these are differences 
between farm commodities and capital goods which make it easier for private 
corporations and commercial banking facilities to finance exports of the latter. 

The export of capital goods often leads to earnings which can be used to amortize 
the loans required to finance their export. Furthermore, most capital goods 
can be obtained in other non-Communist industrial nations, while these same 
nations must buy substantial amounts of food and fiber from the United States in 
order to maintain their populations. 

The expansion of mineral production abroad appears to be a promising method 
of expanding international trade. It would serve no useful purpose, however, for 
the Export-Import Bank to loan money to increase the rate of mineral production 
abroad in advance of increasing demand, unless we at the same time arrange to 
expand our stockpiling program. 

6. The answer to this question is ‘‘No.”’ 

7. Our answer to this question is “Yes,’’ provided that principal consideration 
of helping a foreign country to get on its feet economically is interpreted to mean 
to help the country directly or indireetly increase its trade on a sound basis so 
as to get into a position to pay for the imports that it needs and thereby provide 
markets that we need. If it is interpreted to mean the building of industrial 
capacity without concern as to where the additional production is to be marketed, 
the use of public funds would not help a country to become a better market for 
United States products. 

Much greater emphasis should be placed on economie development of under- 
developed areas. Economic aid and technical assistance to underdeveloped areas 
are essential instruments for the expansion of world economy; however, a great 
proportion of economic aid can and should be in the form of self-liquidating invest- 
ments. Foreign investments should play an important role in United States 
foreign economic relations. There should be increased emphasis on private 
investments. The United States should cooperate with other countries to 
encourage them to create a climate favorable to such investments. If this is 
done, private investments will flow into these areas to further sound economic 
developments. Government investments should be limited to projects which 
cannot be privately financed but which are essential to sound economic develop- 
ment and especially projects which will contribute to expanded exports to these 
countries and thereby contribute to a better balanced trade among the free 
nations. Economic development of underdeveloped areas of the world that will 
increase the purchasing power of the peoples of these areas and bring about an 
expanded and better balanced international trade offers one of the promising 
long-range means of furthering exports of our own agricultural commodities and 
other products as well as strengthening the economies of the free nations. 

8. The primary objective of Export-Import Bank loans should be to finance 
undertakings that will help us balance our foreign trade at a high level. We 
doubt very much that this can be done without fairly substantial increases in 
imports that would be competitive with some United States production. If we 
fail to balance our international trade at a high level, limited export markets for 
farm products will foree agriculture to go through a readjustment that will have 
repercussions throughout the economy. The policy on Export-Import Bank loans, 
of course, ought to be coordinated with other trade policies. - We ought not to use 
Export-Import Bank loans to encourage other countries to increase production 
for export to the United States, unless we are willing to follow trade policies which 
will let the goods in question come in after they have been produced. The inter- 
ests of export industries, and the national interest in balancing trade at a high level 
should be considered in such cases along with the interests of the industries that 
would be adversely affected by inereased imports. A sound stockpile program 
would permit us to increase imports of exhaustible minerals for use as domestic 
supplies become less available or in an emergency. 

In considering questions of this type, it is important to remember that trade 
cannot be confined to water-tight compartments, Expanded production of one 
item may easily lead to inereased trade in others, as it contributes to greater 
total production and higher living standards. 

The acceptance of competitive imports in payment for exports does not destroy 


markets for American labor; it merely shifts employment opportunities from 
import to export industries. 
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To use United States Government financing for productive enterprise for 
domestic consumers only in the foreign country and not for export is certainly 
not a funetion of the Export-Import Bank within its present framework. How- 
ever, such internal developments as irrigation, power, transportation, communi- 
cations, and factories are essential for the development of countries. In the 
early days of our own economic development, loans for such purposes came to 
a very considerable extent from Europe. Under present conditions, such loans 
might be made by the International Bank or by modification of the Export 
Import Bank charter. In keeping with the recommendations Farm Bureau 
has made for the sale of surpluses for foreign currencies it may be desirable to 
modify the bank’s charter so that such currencies as accrue from sales made 
under such a program could be used for loans for internal development so long 
as there Was a reasonable opportunity of eventually repatriating the original 
loan to the United States either in the form of minerals or to defray United 
States contributions to common defense. ‘ 

9, The Export-Import Bank should be allowed to make or reject individual 
loans under fairly specifie policies laid down by the Congress. It should be the 
principal United States governmental agency to make foreign-trade loans. 

10. We believe that the Export-Import Bank should be used to maintain and 
expand our foreign trade. 

11. Our principal recommendations for using the Export-Import Bank ma- 
chinery to expand the exports of farm products follow; 

(a) Provide the bank with adequate funds and broad authority for it to make 
loans up to 2 years for the export of United States farm products to countries 
where such financing would improve the competitive position of United States 
farm products in the market provided there are the usual safeguards with respect 
to repayment. 

(b) Authorize the Export-Import Bank to accept nondollar currencies in 
escrow as collateral for loans in order to finance exports of farm products until 
repayment can be made in dollars or, in the case of barter transactions, until 
the imports are received in the United States. 

(c) Modify the charter of the Export-Import Bank so as to enable it to assist 
in implementing American Farm Bureau Federation recommendations for the 
sale of surplus commodities for local currencies when countries are unable to 
pay in dollars. The bank should be the custodian of these foreign currencies for 
the United States and might be authorized to use them as a revolving fund for 
expanding international trade and increasing production until the funds can be 
(1) repatriated to the United States (either as dollars or as imports of strategic 
materials) or (2) used to pay United States obligations abroad, 

(d) Provide the bank with adequate funds and authority to make loans to 
American importers for the purchase and importation of articles for sale in the 
United States whenever adequate credit for this purpose cannot be obtained at 
reasonable rates or reascmable terms of repayment from private credit sources. 
Consideration should be given to developing a type of insured loan suitable for 
this. purpose which could be used to supplement private eredit resources and 
which would be made available through private credit institutions. Priority 
should be given to loans for the importation of goods which would facilitate the 
expansion of United States exports. 

(e) Provide that the Seeretary of Agriculture shall be a member of the Advisory 
Board of the Export-Import Bank to insure that agriculture’s need for expanded 
exports is given the consideration it deserves. 

Sincerely yours, 
Auuan B. Kune, President, 





CENTRAL LIVESTOCK ASSOCIATION, INC., 
South St. Paul, Minn., December 4, 1958. 
Hon. Homer E, Capenart, 
United States Senate, 
Washington 24, D. C. 
My Dear Senator: This will acknowledge receipt of your letter of November 
9, 1953, in which you request our opinions on the operations of the Export-Import 
Bank of Washington and the International Bank for Reconstruction and Develop- 
ment and their relationship to the expansion of international trade. 
Since recei\ ing vour letter I have made an earnest effort to accumulate informa- 
tion on the questions raised with the thought in mind that I might be of some 



































































1132 sTuDY OF EXPORT-IMPORT BANK AND WORLD BANK 


assistance to you in connection with the study now being carried on by the Com- 
mittee on Banking and Currency. Iam sorry to say that my findings are limited. 

In checking through the 15th semiannual report of the Export-Import Bank 
and a statement of loans and authorized credits, I was impressed with the very 
few agricultural items that appeared in the report. Briefly, these were as follows: 

For agricultural equipment, $23 million. : 

For agricultural development, $9814 million. 

For cotton, $90 million. 
This represents a total of around $211 million in loans for strictly agricultural 
ea From this report one would naturally deduce that the Export-Import 
3ank has been of minor direct significance insofar as agriculture is concerned. 

In general, it would appear that the Export-lmport Bank serves a useful purpose 
in its promotion of international trade. I think it should be borne in mind, how- 
ever, that a foreign-trade program cannot be effective or useful over a period of 
time to the economy of this country unless eventually a reasonable balance between 
exports and imports is realized. An export balance will probably mean that we 
have given away our resources without an equivalent return. 

To answer your specific questions: 

1. In what ways has the Export-Import Bank aided the American farmer? 

I would say “Indirectly,” as cotton has been the only farm commodity that has 
been financed to any extent. 

2. In your opinion would the American farmer benefit from the continuance and 
expansion of the bank’s role in financing foreign trade or from its discontinuance 
or restriction? 

I think, generally speaking, the American farmer will benefit from any program 
that stimulates the development of foreign trade. 

3. Have the Export-Import Bank’s loans and loan policies been effective in 
financing and facilitating exports and imports and the exchange of commodities? 

My answer would be “Yes’’ to this question, but I am of the opinion that major 
emphasis has been given to exports and that a need for balance clearly exists. 

4. Have these loans contributed to the expansion of sound international trade? 

My answer to this question would be “‘Yes,’’ provided a balance is reached be- 
tween exports and imports. 

5. Provided that it can be done on a financially sound basis—i. e., as a reason- 
able banking risk—should public funds be loaned for the purpose of maintaining 
or expanding the international trade of the United States? 

My answer to this question would be ‘‘Yes.”’ 

If so, do you think the following types of financing justified: 

(a) Exports of agricultural commodities? Yes. 

(b) Exports of United States capital goods? Yes. 

(c) Enterprises abroad for the production of imports needed by this 
country, for example, minerals for stockpiling? Yes. 

I should like to add to this that it should be done on a sound trading basis as 
well. In other words, I would be skeptical about using the facilities of the bank to 
encourage anything which might be suggestive of dumping of American products 
abroad. The limitation also might be suggested that loans with public funds 
should not replace private loans, but should be a supplement to private loans. 
The operations of the bank, consequently, should foster rather than interfere with 
private loans and the investment of private capital abroad. 

6. Is it sufficient justification for the use of public funds as in 5 (b) above, that 
the orders would help keep United States industry and workers employed? 

I doubt very much that loans should be made in order to keep industry and 
workers employed unless such employment grows out of basically sound conditions. 
The major purpose should be that of fostering legitimate export trade on a sound 
basis, recognizing that such a development has helped to keep the United States 
industry and workers in agriculture employed. 

7. Should public funds be used for loans where the principal consideration is 
that of helping a foreign country get on its feet economically and thus become a 
better market for United States products? 

The United States has a definite interest in the economic situation in other 
countries, and any program which serves to increase productivity and improve 
the economic situation of other countries will inevitably produce results beneficial 
tous. It is my opinion that some reciprocal trade arrangement should be agreed 
upon. 

8. If you consider financing justified under the conditions of 5 (a) and 5 (b) 
above, would it alter your opinion if the product of the enterprises abroad would be 
competitive with United States production? Would it remove your objection if 
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» enterprise produced only for domestic consumption in the foreign country and 
not for export? 

If the economies of countries are to be improved through gains in productivity, 
it seems almost necessary that expanded international trade be a part of the de- 
velopment. It is doubtful whether the United States would be justified in insist- 
ing that the enterprises involved should be only for domestic consumption. If 
we expect to collect returns and get repayment of foreign loans and investments, 
ve must be willing to accept those returns in the only way they are available—as 
goods and services. However, the bank’s policy should not ignore agricultural 
interests in the United States. 

9. What part should the Export-Import Bank play in such a loan policy? 
Should it be the sole independent agency in the United States for such purpose? 

This question involves problems of internal Government organization. One 
might comment to the effect that we should avoid duplicating agencies in the same 
field unless there is a real reason for so doing. 

10. If you do not believe public funds by way of Export-Import Bank loans 
should be used to maintain or expand our foreign trade, have you alternative sug- 
gestions? 

It is my opinion that this question requires no comment unless a stand has been 
taken against the Export-Import Bank operations. 

11. Have you any suggestions whereby the Export-Import Bank can more 
effectively expand our international trade, be of greater aid to the American farmer 
and help equalize the economic imbalance in world trade? 

While the Export-Import Bank can aid in fostering trade, it is rather difficult 
to say how the bank itself can be expected to expand the volume to any great 
extent. To do this we need to restore conditions of convertibility of currencies 
in the world, and we need to have a reconsideration of at least some of the more 
extreme restrictions upon trade. While many of these restrictions are found in 
other countries, the United States should indicate its willingness to engage in 
trade under certain conditions. Any program that assists in the economic dis- 
posal of surplus farm products will help American agriculture. 

tespectfully yours, 
N. K. Carnus, General Manager. 





NATIONAL CoUNCIL OF FARMER COOPERATIVES, 
Washington, D. C., November 23, 1958. 
Hon. Homer E. Capenart, 
Chairman, Senate Committee on Banking and Currency, 
United States Senaie, Washington, D. C 

Dear SENATOR Capeuart: In reply to the request in your letter of November 
9, we are submitting these answers to the questions concerning the Export-Import 
Banks, 

1. The Export-Import Bank has aided the American farmer in restricted and 
indirect ways. It has financed, over the past 17 years, the export of a limited 
amount of cotton, and still lesser amounts of tobacco, wheat, and miscellaneous 
foodstuffs—most of i. before World War II, except for some cotton in recent years. 
During and since World War II, the loans have been predominantly to develop 
new industries and rehabilitate old industries. Particularly in South and Central 
America, this has undoubtedly contributed to the development of industry and 
the enhancement of income and purchasing power, so that South America has 
become our second-best foreign-trade customer. ‘To the extent this has contrib- 
uted to economic expansion in the United States and expanded the market for 
farm products here, it has indirectly benefited the American farmer in the domestic 
market. It has contributed directly in a limited way, if any, to expanding exports 
of American farm products. 

The Export-Import Bank has financed transactions pretty largely on a 
Government-to-Government State-trading basis, and as long as it is necessary for 
governments to handle transactions on that basis, there is a place for Export- 
Import Bank in financing the develepment of industry in foreign countries, and 
the supplying of American raw materials to operate government-sponsored in- 
dustries. However, government-to-government financing and trading on our 
part has been predicated on its relationship to our defense policies, basic economic 
development in foreign countries, nonconvertibility of currencies, and lack of a 
favorable climate in many countries for private financing by American business. 

lowever, to realize the greatest potentials, the American farmer and American 
business could benefit greatly from contirued and expanded operations of the 
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Export-Import Bank, acting as a catalytic agent, to reorient foreign trade and 
investment into private trading and investment channels. 

As a clearing agency, they could establish the favorableness of the political and 
economic climate and the adaptability of the loan to sound economic development 
in the country concerned; and to the foreign policy of the United States. They 
could then invite participation of American private finance and industry in this 
country in direct loans through the government concerned, and, ultimately, 
participation in capital financing of the foreign industry directly, with the foreign 
government underwriting adequately the security and repayment of loans by the 
foreign industry under its jurisdiction. The negotiation and clearance would be 
coordineted under the auspices of the Export-Import Bank. The objective would 
be to gradually orient state investment and trading operations into private in- 
vestment and trading channels. The foreign government should assume under- 
writing responsibility in order to establish an integrated and diversified economy 
which would maintain the government and establish convertibility of the currency. 

At this time we believe the Export-Import Bank should be reoriented thusly, 
not discontinued. 

3. Past and present policies have tended to guide loans into some types of 
development, limited to production of necessary consumer goods, agricultural 
products, raw materials, and public services in a restricted way. 

We do not believe the Export-Import Bank should make government-to- 
government loans for development of public services, such as schools, roads, 
hospitals, public power, and the like. hose loans should be left to the Interna- 
tional Bank for Development and Reconstruction. 

4. Export-Import Bank loans in the past have been far short of what is neces- 
sary to expand the economic base for sound international trade. They have 
tended to freeze government-to-government trading. 

5. If the loans and their terms are soundly adjusted to the needs of the enter- 
orise, and the political climate is favorable, as determined by the Export-Import 

ank on the basis of its governmental sources of information, the funds should be 
——— from private sources, with the Export-Import Bank acting as a clearing- 
1ouse together with the government of the country concerned on behalf of private 
parties in both countries. 

5. (a) (6) (ec) Export-Import Bank loans might well be used for the purpose of 
expanding the foreign trade of the United States, and proper fields would include 
exports of agricultural commodities and capital goods, and aid to foreign enter- 
prises necessary for the production of goods required by our stockpiling program, 
for example— 

Such loans should be on a sound basis, handled with and through private lend- 
ing agencies wherever possible, safeguarded by joint guaranty in conjunction with 
the foreign government involved, and oriented to the maximum use and develop- 
ment of private industry here and abroad. They should be directed to the maxi- 
mum development of susfained productivity abroad, expanded purchasing power 
of the greatest number of wage earners, and the establishment of economies which 
would implement the natural production potentials of the various countries on the 
basis of the real world needs for that production. 

6. If properly balanced economic development in foreign countries is the pri- 
mary objective, the matter of foreign trade to keep our industry flourishing and 
our workers employed, will ultimately take care oF itself, provided such balance 
is in fact attained. To use this program primarily to firm up soft spots in our 
own economy, without contributing to the needs of the foreign economy, will 
probably topple the whole scheme because of the unbalance caused in the economy 
of the country concerned. 

7. The loan of public funds should be restricted to public service and public 
utility financing, and those through the International Bank for Development and 
Reconstruction. The Export-Import Bank should more and more be a catalyzer 
and clearinghouse for private financing. 

8. In the initial stages in underdeveloped countries, the industrial and agri- 
cultural production financing should be to balance production and domestic 
consumption. When it reaches the stage where it is competitive, in export 
markets, the terms and conditions for financing should include competitive wage 
standards for workers and raw-materials prices. There has been too much of a 
tendency for foreign governments to commandeer cheap production which is 
needed for domestic use, and in order to secure foreign exchange, turn it into the 
highest-priced American market which is already saturated. The result is to 
break the market for everybody concerned, and more particularly, upsetting 
American production. 

9. Until the private banking, investment, and trading interests are ready to 
finance transactions abroad directly, and until the political and defense climate in 
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any country warrants no concern of our Government, the Export-Import Bank 
might well be the recognized agency to clear for our Government transactions in 
which a foreign government or industry was concerned. 

10. Except as a last resort in a chaotic economic situation in the country con- 
cerned, government-to-government loans should not be employed. Predomi- 
nantly, private funds should be channeled into private use abroad through catalytic 
and clearing functions of the Export-Import Bank 

11. We suggest a board of advisers representing industry, finance, agriculture, 
and labor, be established, which will implement a policy of channeling American 
goods and funds into sound economic development abroad; designed to eliminate 
investment and trade restrictions as rapidly as competitive production conditions 
are developed, and to establish a favorable climate for international trade, based 
on a high standard of living, sustained by adequate prices and wages 

I appreciate the opportunity to comment on this important subject. If you 
wish to discuss this subject in more detail, I shall be glad to arrange to do so. 

Sincerely yours, 
Homer L. BrINKLEY, 
Executive Vice President. 





NATIONAL FarmMeERS UNION, 
Washington, D. C., December 1, 19538 
Hon. Homer E. Capenart, 
Senate Office Building, 
Washington, D. C. 

Dear SENATOR CaPEHART: This is in reply to your letter of November 9, 1953. 
The following answers to the questions raised in your letter are numbered to cor- 
respond with the numbering of the question in your letter. 

We appreciate your giving us this opportunity of expressing our opinions re- 
specting the important subjects covered by the questions contained in your letter. 

1. Assisted to increasing production ability of other countries, facilitated in- 
creased exports of United States farm products directly, facilitated increase in 
other countries’ production of imports needed by United States, and contributed 
generally to the closer integration and coordination of the economies of the na- 
tions for the free world thus contributing to the winning of the cold war and the 
ultimate attainment of a permanent peace. 

2. Farmer would benefit from continuation and expansion of the Export-Import 


Bank. 
3. Yes. 
4. Yes. 


5. (a) Yes; (6) yes; (c) yes, in friendly nations of the free world. 

6. An important one but not the only one, actions that promote the one objec- 
tive would also promote the attainment of other worthy objectives. 

7. Yes. 

No; both types should be financed. 

9. Work of Export-Import Bank in this field should supplement that of other 
United States and international agencies; and could well be done in connection 
with the operation of an international food and raw materials reserve or commodity 
clearinghouse. 

10. Not applicable. 

11. See 9 above and the enclosed copy of my testimony to the Senate Agriculture 
Committee on agricultural imports and exports. 

Sincerely, 


o 


James G. Parron, President. 


THE NATIONAL TURKEY FEDERATION, 
Mount Morris, Ill., December 3, 1953. 
Senator Homer E. Caprenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 
Dear SENATOR CAPEHART: Several days ago you wrote to me inquiring about 
my opinions concerning the Export-Import Bank. 
Our industry has not been directly affected by this and it is doubtful if it will be. 
However, from the standpoint of what is best for agriculture in general, I have 
investigated this matter and submit the following answers to the questions in 
your November 9 letter (see enclosed). 
Very truly yours. M. C. SMALL, 
Executive Secretary-Treasurer. 
42493—54—-pt. 224 
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1. The major operation of the Export-Import Bank is in capital goods. We 
believe it will help the United States if foreign countries are industrialized and 
incomes raised. Historically, such improvements in foreign countries have re- 
sulted in greater trade in agricultural commodities with the United States. We 
realize that it has been mostly cotton, tobacco, and grains that have participated 
in this foreign trade. Very little poultry products have historically been exported. 
Nevertheless, we in the poultry industry want to see all segments of American 
agriculture prosper. 

2. We believe that American farmers will benefit not only from a continuance 
of the bank’s role in financing foreign trade, but also in its expansion. We wish 
to qualify this, however, on two points: 

(a) The bank’s activities should not encroach upon established commercial 
banking operations. In this respect, the bank might more properly underwrite 
commercial transactions. 

(b) We do not believe the bank’s operations should be conducted at a loss. 
There are presently too many hidden subsidies in our economy. The bank’s 
operation should be so conducted that it at least breaks even. If improving 
trade with a given country is likely to cost the bank money, the loss should be 
made up by a direct appropriation by the Congress or by some other governmental 
agency such as the Commodity Credit Corporation. 

3. We believe the bank has been effective, particularly with respect to cotton. 
While * oultry products do not appear to lend themselves to the type of financing 
conducted by this bank, we nevertheless approve the bank’s operations and wish 
to see them expanded. 


4. Yes. 

5. (a) Yes. 
(b) Yes. 
(c) Yes. 


6. This cannot be answered categorically ‘‘Yes’’ or ‘‘No.”’ It is not sufficient 
justification for the use of public funds, as in 5 (b) above, that the purpose of 
obtaining the orders would be to keep our industry and workers employed. That 
might involve shipping coal to Newcastle. But if there is a genuine need for the 
products abroad and a reasonable opportunity for the foreign country to repay 
the loan, then the use of public funds would be justified. We do not like to see 
the reasons given in question 6 used as public justification because it opens the 
door to both industry and labor to insist on the bank’s continuation simplv for 
the purpose of keeping them employed. We realize that the purpose of inter- 
national trade is to keep our industry and workers employed, but we believe the 
bank’s operations should be oriented more toward providing foreign countries 
with needed capital goods, the use of which will improve their standard of living, 
ard thus make them better customers of ours in the future for a vast range of 
agricultural as well as catital goods. 

7. This has been answered above in question 6. They seem to be part and 
parcel of the same question. 

8. Our answer is “Yes’’ under both questions asked here. Of course, we would 
prefer, selfishly, to see those types of enterprises built up in foreign countries that 
are not competitive with the United States, but, on the other hand, who is to say 
that the expansion of cotton growing in a certain foreign country harms the United 
States? It may be that an increase in cotton production will permit that country’s 
foreign exchange to be used for the purchase of industrial goods in this country, 
when. in the long run, would do this country more good than the continued export 
of cotton. We believe this question can only be answered with respect to specific 
commodities and specific enterprises. 

9. We do not know precisely what role the Exyort-Import Bank should play 
in such a loan policy. We do urge, however, that this bank should coordinate 
its efforts with those of the International Bank of Reconstruction and Develop- 
ment and with the foreign investment program being conducted by the Foreign 
Operations Administration. We are not qualified to say that the Export-Import 
Bank should be the sole agency in this field, but we do urge a cooperative effort 
among Whatever institutions are continued in this field. 

10. No answer. 

11. In spite of this country’s opposition to barter arrangements, we feel this 
area presents a great opportunity to increase the interchange of s. Such 
operations, however, should certainly involve active and wholehea cooperation 
with commercial banks and enterprises in order to make them operate properly 
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LABOR ORGANIZATION 


ConGreEss OF INDUSTRIAL ORGANIZATIONS, 
Washington 6, D. C., December 21, 1958. 
Hon. Homer E. Caprenart, 
Chairman, Senate Banking and Currency Committee, 
The United States Senate, Washington, D. 


Dear SENATOR CAPEHART: We are in receipt of your letter concerning the 
xport-Import Bank and the International Bank for Reconstruction and Develop- 

nent, in which vou asked us to set forth our point of view in relation to the two 
anks operating in the international field. 

We have taken a little extra time in replying to your letter, but we have done 
so in order to put together a more consolidated and composite statement of our 
position on this problem. We hope that it can still be incorporated into the 
proceedings of your investigation. 

With kindest regards. 

Sincerely yours, 
{OBERT OLIVER, 
Assistant to the President 


STATEMENT BY THE CONGRESS OF INDUSTRIAL ORGANIZATIONS IN ANSWER TO 
SENATOR CAPEHART’S LETTER CONCERNING THE Export-IMporT BANK AND 
rHE INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT, DeEcCEM- 
BER 18, 1953 


Both the Export-Import Bank and the International Bank for Reconstruction 
and Development, in our opinion, should be continued. The limitation of the 
operations of these institutions, we believe, would further aggravate the already 
serious dollar-shortage problem of many countries throughout the free world 
dollars that are needed not only to pay for their purchases in this country but 
dollars essential for developmental investment purposes abroad. 

The operations of both these banks have, to some degree, contributed directly 
or indirectly to the maintenance of high levels of employment and production in 
the United States. Their continuation, therefore, should be viewed in relation 
to the importance of sustaining full employment in the United States, as well as 
to strengthening the economies of the non-Soviet countries. 

Ever since the end of World War FI, the dollar gap—that is, the lack of dollars 
in the hands of nations trading with the United States—has confronted most free 
nations. This situation has not only affected trade between foreign nations and 
the United States, but has likewise affected multilateral trade among the free 
nations. 

No simple foreign trade device or even group of such devices will solve the 
dollar-gap problem. Part of the answer to this problem must be sought by 
foreign nations themselves, within their own economies, in the expansion of their 
internal markets and in the improvement of the productivity of their economies. 
Nevertheless, the dollar-gap problem is with us, as is the related problem of 
underdeveloped countries seeking investment funds for their own economic 
development. 

For several years past the United States Government has helped foreign 
nations, through programs of economic aid and loans in their attempt to obtain 
dollar balance—for use in trade with the United States—and to develop their 
economic resources. Those economic and loan aid programs, as well as the 
Point 4 program of assistance to the underdeveloped countries, have been sub- 
stantially reduced, but the basic problems they were devised to help still remain. 
his is particularly true of the underdeveloped nations, who are seeking the means 
to develop their economic resources. To eliminate or reduce the scope of the 
operations of the Export-Import Bank now would further aggravate this problem. 

There is a serious need abroad, especially in the underdeveloped areas, for 
United States capital goods, machinery, heavy equipment, etc. Many of the 
countries are eager to develop their natural resources—their minerals and metals. 
The United States demands for many of these strategic raw materia. is extensive 
It is in the interest of the United States, as well as the underdeveloped countries, 
that the natura! resources be developed. Where private capital has not been 
available, the Export-Import Bank, at the required terms, has stepped in with 
long-term loans at relatively low rates of interest to meet the demands. 

To prohibit the Export-Import Bank from engaging in long-term financial 
transactions for capital goods exports under these conditions would aggravate 
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the dollar-gap problem and the shortage of investment funds under required 
terms. It would also deprive United States industry of export trade that it 
could otherwise have. 

The Export-Import Bank does not compete with private capital. It has an 
important function to perform, i. e., to grant low-interest, long-term loans. 

The bank’s function should not be restricted to short-term loans as has been 
proposed. It should be permitted to maintain its loan function as regards long- 
term transactions involved in the export of United States capital goods. The 
bank, too, should be permitted to maintain its function of long-term financial 
transactions for the development abroad of resources, such as minerals, needed 
by United States industry and for stockpiling purposes. 

Although public funds are used in the bank’s financial transactions, it should be 
noted that its loan authority at present is limited to $4.5 billion, its uncommitted 
lending authority is almost always considerably below the top limit, and its opera- 
tions are self-liquidating. Although the bank receives public funds from the 
Treasury, it also receives repayment on loans plus interest which is turned back to 
the Treasury. 

The original purpose of the bank, created by Executive order of President 
Franklin D. Roosevelt in 1934, was to stimulate United States exports and “to 
reduce and relieve unemployment.” 

The Bank lends funds only on the condition that the money be used for pur- 
chases of United States goods. The bank has thereby stimulated United States 
exports. It has paid little attention, if any, however, to the related purpose for 
which it was created, namely, to relieve unemployment. 

The problem of unemployment has changed since 1934. For several years, 
unemployment has | een a serious problem in specific areas, while the country as a 
whole has enjoyed high levels of production and employment. It would be well, 
therefore, for the bank in fulfilling its functions to consider ways and means of 
aiding the spot areas of serious unemployment. 

Each month, the Secretary of Labor issues reports on areas with varying degrees 
of labor surplus. It would seem most appropriate for the bank—considering its 
original functions—to attempt to promote exports from areas reported by the 
Secretary of Labor to have substantial labor surpluses. 

The method for selecting areas deserving special attention by the bank could be 
worked out between the bank and the Department of Labor. Firms in those areas 
of substantial labor surplus could be informed, through the facilities of the bank 
or other agency, that loans for export purposes are possible through the Export- 
Import Bank. In addition, the bank should have available a prospectus, or series 
of prospectuses, containing lists and descriptions of export goods available from 
firms in such areas. Perhaps other othe. too, can be devised through which 
the Export-Import Bank, as a United States Government agency, can pay special 
attention to promoting exports from areas of substantial unemployment. 


INTERNATIONAL BANK 


The International Bank also has an important function to develop a freer flow 
of trade and to improve the economic productive potential of foreign nations, 
especially in the underdeveloped areas. This bank, as an international agency, 
encourages multilateral trade. In that sense, it encourages—either directly or 
indirectly—exports from the United States. 

Its special function, however, lies in the fact that it is an international agency. 
Although the United States has about one-third of the votes in the bank’s manag- 
ing board, all member nations have a minimum number of votes. It makes it 
possible for foreign nations or firms to obtain long-term loans-—ineluding dollar 
loans—from an international organization, rather than from a United States 
governmental agency. In the current world situation—where there is an abund- 
ance of suspicion, strong feelings of national pride, and Communist propaganda— 
it is important that developmental loans, on a long-term low-interest basis, be 
available from an international agency. 

The International Bank, therefore, serves a purpose which the Export-Import 
Bank, as a United States Government agency, cannot serve. Although both 
banks provide long-term loans for developmental purposes, actually they supple- 
ment each other. And these banks provide the possibilities of supplementing 
private capital in the field of long-term developmental loans. 

Although International Bank loans do not require purchases with loaned funds 
to be made in any specified country, it would be well for the United States repre- 
sentatives in the bank to be instructed to raise the issue, within the bank, of 
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aking loans conditional to the maintenance of proper labor standards on projects 
financed by the bank. 

Projects that are financed by loans from the bank are aimed at the development 

the economies of the borrowing nations. The maintenance of proper labor 
tandards—wages, hours, working conditions, social-security benefits—could be 
an important means of developing internal markets and warding off the possibility 
of Communist influence among workers, while the projects, themselves, add to 
the nation’s productive potential. 

Such conditions regarding proper labor standards could probably best be 
worked out in consultation with the International Confederation of Free Trade 
Unions, representing the world’s free labor organization. If International Bank 
loans were made conditional to the maintenance of proper labor standards, it 
could aid in the spread of the idea that economic development in underdeveloped 
areas need not be accompanied by exploitation of labor. 

The operations of both banks—the Export-Import Bank and the International 
Bank—are essential in the attempt to meet the demands by foreign nations for 
capital investment in cases where private capital is not available. The functions 
of both banks in the field of long-term developmental loans should be maintained. 
In making such loans, however, the Export-Import Bank should pay special 
attention to the problem of surplus labor areas in the United States and the 
International Bank should attempt to devise methods for making its loans con- 
ditional to the maintenance of proper labor standards on projects financed by its 
loans. 

At the last CIO convention a resolution was adopted opposing the transfer to 
the International Bank of the Export-Import Bank’s function of lending money 
to foreign nations. This resolution reads in part: 

‘‘Now therefore be it resolved, * * * (that the CIO) act to block the use of 
Reorganization Plan No. 5 to transfer to the World Bank the Export-Import 
Bank’s function of lending money to foreign nations. Such a transfer of authority 
would eliminate most of the two-way trade between the United States and 
foreign nations which results from the loans granted by the Export-Import Bank. 
It would virtually nullify Public Resolution No. 17 of the Congress which requires 
that the cargoes financed by Export-Import Bank loans be carried in United 
States flag merchant ships. This would deprive the United States of the only 
existing effective weapon for combating shipping discriminations by foreign 
countries against American flagships.”’ 





STATEMENT OF WILLIAM N. ROGERS AND ORIOEN M. Sparip, New York, N. Y. 


A PROGRAM FOR INTERNATIONAL ECONOMIC COOPERATION THROUGH THE USE OF 
PRIVATE INSTITUTIONAL AGENCIES 


A statement representing the consensus of an informal group of American business 
and professional men 


This statement reflects the deep concern over the status of our Nation’s inter- 
national trade relations in general and the subject-matter of the committee’s 
study in particular, on the part of the group of American business and professional 
men we represent whose activities, throughout the greater portion of their lives, 
have brought them into continuous and direct familiarity with matters pertaining 
to international trade and finance; both here at home and abroad. Several years 
of intensive study have resulted in the manuscript entitled “Private International 
Economie Cooperation” which has been previously lodged with your research 
staff for study and review and which we respectfully request be incorporated into 
the record as Annex I: This document, as you are aware, sets forth a specific plan 
to marshal private venture capital for international cooperation and development 
through the use of private institutional agencies. Our remarks here will there- 
fore be confined to a summary of the basic philosophy upon which that program 
is constructed. 

At the risk of oversimplification, we cite our contentions: 

A. The continued prosperity of the United States will, in fair measure, be 
reflected in the ability of foreign markets to consume an increasing share of our 
agricultural and industrial production. 

B. The consumptive capacity of other countries in terms of real per capita 
income is the primary factor governing their ability to absorb American 
production. 
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C. The ability to earn dollars through exports to the United States of raw, 
semifinished and finished materials is the secondary factor governing the capacity 
of other countries to absorb American production. 

D. Duties, tariffs, taxes, commodity quotas, multiple exchange rates and other 
governmental controls, restrictions, and regulations, are tertiary factors govern- 
ing the ability of other countries to absorb American production, 

E. Too little attention has been accorded the primary limitation on effective 
international economic cooperation: namely, real per capita income whose prin- 
cipal attributes are increased productive capabilities, long-range management 
policies, equity investment of international resources, coextensive development of 
public services, together with collateral social and cultural adjustments. 

F. Effective survival of the economic, political, and social tenets which we 
cherish and respect in these United States will—in this rapidly changing world 
of contention and turmoil—largely depend upon our ability to demonstrate to 
others the benefits that will accrue to them, as they have to us, through adherence 
to democratic political and social concepts, and the principles of incentive- 
competitive free enterprise. 

Collective resolution of the foregoing elements, we beiieve, represents the 
current challenge to the American people and our system of private enterprise. 

We hear and read much about the need to “raise the standards of living” in 
different parts of the world: This is not surprising inasmuch as a standard of 
living is an immediate corollary to a real per capita income. In areas which con- 
tain over half of the world’s population and preponderant quantities of the 
world’s untapped natural resources but with per capita incomes of considerably 
less than one tenth of our own average income, this item of need is an extraordi- 
narily weighty one and a source of continually increasing agitation. Whereas 
Soviet Communist leadership has been alert to play upon such maifestations of 
anrest with masterly persuasion, however illusory; the United States and its 
Allies have tended to regard these manifestations in the light of somewhat passing 
situations of emergency justifying the employment of public funds to achieve 
immediate benefits and thus to alleviate immediate economic, political, and social 
pressures. Expenditures of public funds for such purposes have undoubtedly 

served a useful end in terms of our national interests but they must be recognized 
in their true perspective as purely interim measures. National philanthropy 
must guard against the danger of perpetuating basic causes of economic distress 
which give rise to recurring political emergencies. 

One of the first agencies of the United States Government to undertake the 
long-range programs of financial cooperation that are characteristic of efforts to 
correct basie causes of economic distress was the Export-Import Bank. In fact, 
it has been almost the only agency under exclusively American guidance whose 
services in the field of finance are available to public/and private interests in this 
country engaged in cooperative relationships with public and private interests 
abroad. An evaluation of the contribution made by the Export-Import. Bank, 
both to the self-interests of the United States and economic cooperation and 
development abroad, would involve retrospective speculation as to what progress 
in both respects would have been made without the bank’s services: This we are 
not prepared to do. Suffice it to say that the record itself reflects the contribution 
made by the bank to interests both at home and abroad. It seems to us that 
debates as to the bank’s functional pruposes would properly be concluded by 
ascertaining ways and means for more effective use, rather than abandonment, 
of an agency with such an enviable record. 

Amongst the many handicaps and limitations of governmental (or inter- 
governmental) agencies in democratic orders is their subjugation to the dictates 
of political polity: Their functional services and financial resources may, as a 
result, be inconstant. As instrumentalities of international economic cooperation 
and development that seek to correct long-range basic deficiencies governmental 
agencies appear, to us, to be unsuited. Except under certain circumstances and 
for specific projects such as harbour facilities, power projects. public roads and 
other means of transportation, and the like, we believe that the effectiveness of 
governmental or intergovernmental agencies lie in capital commitments and trade 
facilities with specific purposes and of designated duration: In short, interim 
measures serving immediate international financial and political purposes. 

Representative of success along these lines, are the cotton loans to Japan; 
while representative of deficiencies are the more or less fruitless efforts to stimulate 
privebe foreign investments with guarantee facilities: Both through the Export- 
mport Bank. Moreover, investments of the type generally made by govern- 
mental or intergovernmental agencies, for the development of basic resources 
and public facilities, invariably require coextensive private investments in pro- 
ductive enterprises adequate to justify, economically and politically, such public 
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ibilities. For example, the invested resources of the Export-Import Bank will, 
very probably, become impaired or increasingly collaterallized commensurately 
with the development of private enterprise in the same areas or countries. Hence 
we believe immediate attention to this proposal, relating to institutional methods 
for encouraging private overseas investments, is especially prudent and timely 
Vis-a-vis the efforts of governmental and intergovernmental agencies to foster 
ternational economic cooperation and development, there has been the contribu- 
tions toward these same goals advanced by private enterprise: Obstacles to private 
vestments abroad have been covered in great detail by such competent author- 
ties as the Randall Commission, the United States Department of Commerce, 
e International Development Advisory Board, the Advisory Committee on 
nderdeveloped Areas as well as many authorities in the private sector of our 
conomyv: 
It is sufficient to state here that such obstacles are many and formidable. What 
successful private investinents abroad have taken place are, for the most part, in 


the form of corporate commitments to acquire materials (petroleum, iron-ore, 
copper, ete.) or to facilitate distributive activities for the benefit of the investing 
porate parent. Such investments do in many instances contribute to the 


economic progress of the area in which they are made, but there may arise dis 
parities between the desire to acquire reasonably priced raw or semifinished ma 
terials and the desire to cultivate economic and social progress. Both are eco 

mic objectives that arise out of different interpretations of what serves best the 
elf-interests of the United States. Moreover, both are jusvified; one being the 
hort-range view and the other the long-range view Because long-range policies 
inevitably involve short-range sacrifices, the issue is largely one of creating ways 
and means of establishing confidence in the future so that there will be an incentive 
impetus to balance short-range sacrifices against ultimate gains in the form of 
wider and stronger consumer markets abroad for American goods, as well as 
assured sources of materials for American processors. 

To develop this balance between short- and long-range overseas policies, which 
governmental and intergovernmental agencies and traditional corporate practices 
do not (and cannot) accomplish is, we believe, the outstanding challenge to 
American ingenuity and American private enterprise. It is to meet this challenge 
that our plan of action is directed, 

To encourage private investors to make overseas commitments and to foster 
the type of investment and corollary policies which will contribute to long-range 
economic cooperation and mutual progress require measures which both merit and 
protect the confidence of investors, both local and foreign. Such measures must 
include two important. features: namely, the establishment of private institutions 
of publie trust in each country or area willing to assume the reponsibilities inherent 
in a program of international economic cooperation, and the substitution of i 
demnity for enforcement as the essential remedy for default under private inter 
national agreements. 

In the absence of a world law accompanied by an effectively operative enforce- 
ment agency, the validity of underlying agreements in private international rela 
tions must be supported by two elements, (1) establishment of a network of private 
organizations authorized by their respective governments to undertake contractual 
obligations characteristic of long-range international investment and economic 
cooperation, and (2) conformance to the respective “living law concepts’’ peculiar 
to each country or area of operation (this living law concept is nothing more nor 
less than public opinion reflecting local values of justice and law). Government 
licensing is now generally practiced on case-by-case bases in most capital import 
ing countries, but because of the handicaps and limitations cited in the instances 
of governmental and/or intergovernmental operations above and the motivations of 
traditional corporate investments, the requisite of popular approval is frequently 
absent. Our program blankets authorizations and invites pubic support through 
the creation of local development councils which, by their very nature, should 
afford the maximum reliability and stability, without reference to changes in 
governmental administrations, so necessary to the continuance of international 
economic cooperation and development. 

In the event of a tort or contractual breaches under international agreements, the 
problem of remedies is an imposing one and only slightly akin to those available 
when both breaches and parties fall within the purview of the laws of a single 
given country. In the past, and especially under colonial systems, foreign inves- 
tors found some reassurance in the existence of readily available political, economic, 
and even armed force pressures which might be brought to bear in the event of 
default or to compel adherence to contractual undertakings. Those remedies are 
no longer available. As a substitute our program relies upon, first, the features 
outlined in the preceding paragraph and, second, the aspects of indemnity. In 
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order to attract and protect private investment in overseas economic development 
there is, we believe, required the establishment of a private international agency 
for the distribution of risk exposure and the accrual of indemnifying reserves 
against potential impairment of capital investments from political risks. An in- 
vestment company or mutual fund under private trusteeship representative of 
capital-exporting areas is a traditional institution which would seem to be suitable 
for this purpose. Its functional services would include the mobilization of inter- 
national resources in terms of various currencies and their investment in economic 
undertakings in different areas under the supervision of and contractual agree- 
ments with the respective local development councils heretofore mentioned. 
These functions would continue until such time as local capital formation and 
mobilization became adequate to replace initial guest capital investment provided 
by such an international development capital fund. In this manner cyclical 
reemployment of mobilized resources would enable each participating country or 
area to implement long-range programs of economic development and in so doin 

gain the augmented per capita incomes so vital to the self-interests of the Unitec 
States, as well as their own. 

There are, of course, other measures required to merit and protect the confidence 
of private investors in international economic progress. For instance, there must 
be inherent in any program involving the investment of international resources 
in capital-importing areas, both the right and the responsibility to create necessary 
currency balances to facilitate free movement of capital and earnings. Too 
frequently conversion assurances have been revoked by governments faced with 
unanticipated emergencies and exchange reserves used for purposes other than for 
what they had been budgeted or earmarked, with damaging consequences to their 
self-interests as well as the confidence of foreign investors. An international 
investment program should not become a burden to local governments’ exchange 
reserves. It need not if there is established a second private international agency 
such as our proposed Institute of Economic Cooperation designed to service the 
requeaenenen of a self-sufficient and self-protective investment, program. 

nternational economic cooperation is not alone a matter of political and legal 
relationships; of financial resources and exchange; or of governmental, institu- 
tional, or private agencies of performance and protection. These are only tools 
that we have or need. How they are used, the policies employed, will in the final 
analysis determine any benefits accruing to American self-interests and to human 
progress. It is important, for example, that the economic benefits and oppor- 
tunities resulting from a program of private international cooperation are broadly 
distributed without reference to race, color, politi¢al or religious concepts, sex, 
social status, or financial resources. The world needs more capitalists and the 
seeding of free enterprise and private ownership should be a fundamental objective 
in our struggle against the inroads of Soviet communism. 

In summation, we believe that the treatment of the causes rather than the 
effects of impoverished and underdeveloped economies should be a fundamental 
principle of the foreign economic policy of the United States. The resolution, we 
believe, lies not in doles but in arduous, cautious, responsible, and sober efforts 
on the part of peoples and governments desirous of participating in international 
economic cooperation and development. In the instances of capital-importing 
countries, we feel that they should be given an opportunity to evaluate the demon- 
strated benefits accruing to the American people and the American economy 
through adherence to our form of private enterprise and our form of -democratic 
action. This evaluation must be made against and translated into the back- 
ground of indigenous cultures, customs, religions, and traditions of potential 
participants abroad and, for this reason, must be made by them and of their own 
volition. The United States and other capital-exporting countries can stand b 
with cooperative suggestions and resources to point the way. If, after suc 
appraisals and evaluations, these Seana porns countries are still desirous of 
sa they must be prepared to make in full their cooperative contributions and 
afford to investors responsible indemnity and protection. 

Our proposal relates to the organization and modus operandi of an international 
network of institutional agencies for implementing private international economic 
cooperation and development. It is presented as a basic plan and not a detailed 
blueprint of technical or economic issues. General recognition of the importance 
and feasibility of institutional service agencies under private trusteeship must 
precede any devotion to organization and operating refinements. 

We therefore respectfully recommend for the committee’s consideration: 

(a) Approval in principle of the philosophical bases upon which this testimony 
and the manuscript Private International Economic Coooperation are predicated. 

(6) By Senate resolution or other appropriate action, cause the Export-Import 
Bank, Department of Commerce, or a competent alternate member of the execu- 
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ve branch of the Government of the United States, to activate a smell but 
ffective citizen’s advisory committee, including appropriate representation from 
the advocates of this plan, with the following authority, functions, and responsi- 
bilities 

1) To initiate and assist in the preparation of enabling lk 


accomplish the proposed objecti es: 
2) To work out organizational and operating details of the proposed institu 
tional service agencies and to supervise their organization and implementation 
in the United States 

3) To approach through appropriate channels foreign governments with a 


gislation designed to 


view to implementing the program abroad and assist in the necessary organiz2 
tional efforts abroad, including indigenous sectors cf private enterprise both in 
the United States and abroad; 

t) This advisory committee to be superseded at an appropriate date by the 
trustee boards of the respective institutional service agencies 
i Funds necessary to accomplish the foregoing to be made available from the 
’ operating appropriations of the designated agency of the executive branch of the 


Government of the United States. 





TABULATION OF ANSWERS TO COMMITTEE QUESTIONNAIRES 


Prepared by Donald L. Rogers, Assistant Counsel 


In connection with the study of the Export-Import Bank under Senate Resolu 

tion 25, questionnaires were sent out to various indi\iduals, corporations and 
organizations in the United States and abroad for the purpose of obtaining a 
cross-section of opinion concerning the operations of the Export-Import Bank. 
\ total of over 1,420 questionnaires were sent out, and the total replies received 
numbered 914; 530 of these replies contained meaningful expressions of opinion 


5, pertaining to the matters presented in the questionnaires. In order to present 
; the information contained in these replies for the consideration of the members 
é of the Senate Banking and Currency Committee, the following tabulations were 
t prepared, 
j 1. TABULATION OF QUESTIONNAIRES SENT TO CORPORATIONS AND INDIVIDUALS 
4 IN THE UNITED STATES AND TO CORPORATIONS, INDIVIDUALS, AND BANKS LOCATED 
ABROAD 
A. Number of questionnaires sent out and replies received 
: 1. Domestic corporations and individuals 
: (a) Total questionnaires 561 
(b) Total replies 538 
(c) Total tabulated 312 
2. Foreign corporations and individuals 
(a) Total questionnaires 107 
‘ (b) Total replies 93 
ia (c) Total tabulated 75 
ie 3. Foreign banks: 
‘. (a) Total questionnaires 39 
(b) Total replies 27 
| (c) Total tabulated 20 
| @ B. General answers: ! 
1. Domestic corporations: 
(a) General approval 98 
} (b) Critical comment 31 
{ 2. Foreign corporations and individuals: 
(a) General approval 11 
q (b) Critical comment 6 
i 3. Foreign banks: 
' (a) General approval 6 
] (b) Critical comment 1 


C. Specific answers: 
Question 1. The nature or purpose of your contact with the bank. 


Answer. Varied according to the individual respondent—not capable of 

categorical classification. 
4 1A number of replies tabulated contained general rather than specific answers to the questionnaires. 
j These replies have been placed in 2 general categories, ‘‘General approval’ and ‘Critical comment.’’ The 
term “General approval’’ denotes those replies which in general approved the present operations of the 
: bank and also replies which advocated greater lending powers for the bank in the future. The term ‘‘Criti- 
4 cal comment”’ denotes those replies which were critical of the present operation of the bank and also those 


a replies which advocated future restriction of the bank’s activities. 
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Question 2. If you had correspondence with the bank did you receive prompt 
and satisfactory replies? 








Answer: 
Yes 
1. Domestic corporations and individuals... ___. ee L ceased 143 
2. Foreign corporations and individuals. __ ‘eee al od 53 
3. Foreign banks... ....... oe Sentech 12 }.... 








ae 3. Have you ever applied for a loan from the Export-Import Bank? 
Answer: 





. Domestic corporations and individuals... 
2. Foreign corporations and individuals... __ 
3. Foreign banks. . . 


Question 4 (a). If so, has your application been granted or denied? 
Answer: 


Not appli- 
Granted | Denied ane 


1. Domestic corporations and individuals ston ; inal 47 12 113 
2. Foreign corporations and individuals... _. om i 42 N 7 
3. Foreign banks... .. ‘ae sieht abeikh an oplvngubbignuse cenaeihib. adobe Ol niei sics 6 


Question 4 (b). Was it handled in a courteous and expeditious manner? 
Answer: 








Not applica- 
Yes | No the 
1. Domestic corporations and individuals. ° . MM 5 110 
2. Foreign corporations and individuals : 44 3 x 
3. Foreign banks... 5 Pes aetna 7 
! 





Question 5. If a credit was authorized was it administered by the Export- 
Import Bank in an efficient manner? 





Answer: 
Yes No Not a 
cab 
1. Domestic corporations and individuals. 49 5 113 
2. Foreign corporations and individuals base jess Gia cs traacekee 14 
oe NO I «oleic h ncaa nnn ; cndistptviel 7 


Question 6. Have you any specific complaints about the operations of the 
Export-Import Bank? 














Answer: 
Yes No 
1. Domestic corporations and individuals... ___ _- obsess esiy cle beud 17 147 
2. Foreign corporations and individuals. ...................--.----....--.... 4 % 
3. Foreign banks... _._.- : eh SRE ORae es he ean kpee euenennanniedl 1 12 
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Question 7, Has the Export-Import Bank aided or failed in properly financing 
ind facilitating the Export-Import Trade of the United States? 
Answer: 


Aided Failed 
Domestic corporations and individuals 131 5 
Foreign corporations and individuals 4f 2 
Foreign banks il 


Question 8 (a). Has the bank assisted in developing and expanding the 
economy of foreign countries? 


\nswer 
Yos No 
Domestic corporations and individuals 134 
Foreign corporations and individuals 46 I 
1. Foreign banks ” l 


Question 8 (b). Has it increased their capacity to purchase United States 
exports? 


Answer 
Ye No 
1. Domestic corporations and individuals 127 8 
2. Foreign corporations and individuals 43 2 
9 I 


Foreign banks 


Question 9. Have you any suggestions for changes or alterations in the policy 
or operations of the Export-Import Bank? 


Answer - 
Yes No 
1. Domestic corporations and individuals 71 73 
2. Foreign corporations and individuals 18 26 
l s 


Foreign banks 


Question 10. Has the Export-Import Bank facilitated the expansion of inter- 
national trade in the past? 


Answer 
Yes No 
1. Domestic corporations and individuals 115 4 
Foreign corporations and individuals 33 2 
3. Foreign banks 7 1 


Il. TARULATION OF QUESTIONNAIRES SENT TO COMMERCIAL BANKS IN THE UNITED 
STATES 


A. Number of questionnaires sent out and replies received: 


1. Total questionnaires 95 

2. Total replies 87 

3. Total tabulated 68 
B. General answers (see footnote 1): 

1. General approval 7 

0 


2. Critical comment 
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C. Specific answers: 

Saren 1. Has the Export-Import Bank been of assistance to clients of your 
pank? 

Answer: Yes, 48; No, 14. 

Question 2. Has it competed with private capital in your area? 

Answer: Yes, 0; No, 63. 

Question 3. Has it taken business away from your bank? 

Answer: Yes, 0; No, 60. 

Question 4. Can the Export-Import Bank use the services of your bank more 
than in the past? 

Answer: Yes, 43; No, 12; No experience, 4. 

Question 5. What position has your bank taken with respect to term loans, 
i. e., where repayment exceeds a term of 6 months? 

Answer: Not capable of categorical classification. 

Question 6. Are you financing, without recourse, shipments to foreign countries 
payable over term periods? 

Answer: Yes, 9; No, 53. 

Question 7. In cases where you have acted for the Export-Import Bank in the 
operation of credits has your compensation been adequate, taking into considera- 
tion the risk factors involved, by the Export-Import Bank as a Federal agency? 

Answer: Yes, 16; No, 18; No experience, 26. 

Question 8 (a). Have you participated with the Export-Import Bank in any 
of its loans without the latter’s guaranty? 

Answer: Yes, 21; no, 40. 

Question 8 (b). If so, was your experience satisfactory? 

Answer: Yes, 21; no experience, 40. 

Question 9. Do you consider continuation of the Export-Import Bank’s loaning 
facilities essential in the interest of international trade? 

Answer: Yes, 51; no, 2. 

Question 10. Has the Export-Import Bank facilitated the expansion of inter- 
national trade in the past? 

Answer: Yes, 46. 


Ill. TABULATION OF QUESTIONNAIRES SENT TO FARM ORGANIZATIONS IN THE 
UNITED STATES 


A total of 76 farm organizations were contacted and requested to answer the 
questionnaires. Of the 39 replies received, only 16 expressed meaningful expres- 
sions of opinion concerning the matters presented in the questionnaire and 3 
other answers end») sed the position of a national farm organization without 
expressing an independent opinion. Since the replies covered such a small per- 
centage of the farm organizations contacted, it was not considered worth while 
to tabulate or classify these answers. 


IV. TABULATION OF QUESTIONNAIRES SENT TO LABOR ORGANIZATIONS IN THE 
UNITED STATES 


A total of 300 labor organizations were contacted and requested to answer the 
questionnaire. Of the 46 replies received, only 10 responded to the questions 
presented and 26 gave blanket endorsement to the position of their national 
organization. As a result, it was not considered worth while to tabulate or classify 
these replies. 


Vv 


In addition to the questionnaires sent to the groups listed above, communica- 
tions were also sent to economists, political experts, trade associations, and cham- 
bers of commerce to elicit their opinion. One hundred and thirty-six persons in 
the economic and political expert group were contacted and 40 replies were re- 
ceived. Ninety of the trade association and chamber of commerce group were 
contacted and 57 replies received. These replies were so varied as to not be 
capable of accurate tabulation or classification. 


The Cuarrman. I have here nine studies prepared for the use of 
our committee by other private individuals and groups, and I will 
place these in the appendix to the record, if there is no objection. 
(See p. 1185.) 

Without objection, all this information will go into the record. 
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| believe that will temporarily close our study of the Export- 
Import Bank. You will notice that I say “temporarily.” We will 
finish printing the testimony to date. 

Now, we will get to the bill that is before us, S. 3589. Before we 


do that, on be half of myself personally and every member of this 


committee, I want to thank you gentlemen who did such fine work 
in preparing these charts and preparing all the other information 
because you have really made a record on the Export- Import Bank 
that will be invaluable as time goes on not only to this Congress but 
other Congresses. Without a doubt it is the most complete record 
that has been made of any governmental organization. We appreciate 
it and we thank you. 

That will temporarily close our study. What has been said will be 
printed as part of the study volume. Now, we will go to the legisla- 
tion before us. Wew ill ask General Edgerton if he will come forward. 

(Whereupon, at 11:35 a. m., the committee went on to other busi- 
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APPENDIX 


(The following appendixes to the memorandum, Role of the En- 
gineering Division in the Operations of the Export-Import Bank (see 
p. 863) were ordered inserted in the appendix.) 


Appendix A: Engineering memorandum to the Board, Industria e Comercio de 
Minerios, 8. A. (ICOMI). 

Appendi B Memorandum, Inspection of the Property of Industria e Comercio 
de Minerios, 8. A. (ICOMI), November 12 to 19, 1953 

Appendix C: Report on Afghanistan, Morrison-Knudsen operations, March 19, 
1951. 

Appendix D: Memorandum to the Board, Helmand Valley development prog 
ress report, June 23, 1952, by Karl O. Kohler, Jr. 

Appendix Ek: Memorandum to the Board of Directors dated June 26, 1953, 
Credit No. 470, Afghanistan, request for use of $726,757 of Afghanistan loan for 
in Helmand Valley. 

Appendix F: Engineering comments, Ferrocarril Central del Uruguay—Appli 
cation for financing purchase of new locomotives. 


APPENDIX A 
JuLy 8, 1952 
MEMORANDUM TO THE BoaRD 
Subject: ICOMI 
THE APPLICATION 


The bank has received an application from Industria e Comercio de Minerios, 
S. A. (a Brazilian corporation hereafter referred to as ICOM1I) for a credit of 
$67.5 million to assist in financing the development and exploitation of manganese 
resources in the territory of Amapa, Brazil, and the transportation of manganese 
ore to shipside, It is hoped that the credit can be fully amortized by December 31, 
1962, but the applicant has requested that it not fully mature until December 
31, 1965. 

The DMPA has agreed to give the bank a certificate of essentiality for the proj- 
ect, under the terms of the Defense Production Act of 1950, as amended. In 
accordance with this certificate, it has proposed that the bank use defense funds in 
an amount not in excess of $15 million. 

The Bethlehem Steel Co. proposes to subordinate to the bank’s loan ICOMI’s 
debentures held by it. In addition, Bethlehem has proposed that in the event the 
project should cost more than $45 million on the basis of 1951 prices, it will provide 
the excess of funds over that figure up to a total of $10 million, or, alternatively, will 
transfer, with certain reservations, its interest in ICOMI to the bank as security. 

No government or other guaranties are proposed. ICOMI has agreed to an 
assignment of part of its sales proceeds. 


THE APPLICANT 


The applicant is a Brazilian corporation, with head office in Belo Horizoute, 
legally authorized under Decree 10,221 of August 3, 1942, to function as a mining 
company. It is capitalized at Cr. 39, 200, 000 ($2,133,000), of which 49 percent 
is in preferred nonvoting shares and 51 percent in common voting shares. Both 
the common and the preferred stock are carried at a par value of Cr. 200 ($10.65) 
ashare. Fifty percent of the common stock and 48 percent of the preferred stock 
are held by the Bethlehem Steel Co. The remaining stock is held by Companhia 
Auxiliar de Empresas deMineracao, 8S. A. (hereafter called Auxiliar). 

The principal stockholder of Auxiliar is Dr. Augusto T. A. Antunes, who holds 
more than 75 percent of Auxiliar’s capital. He is president of ICOMLI. 
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Bethlehem and Auxiliar have entered into an agreement for the management 
of ICOMI, provisions of which are contained in a letter attached hereto as 
exhibit I and illustrated by means of organization charts covering the conscruc- 
vion and operating periods. Attached, too, are brief biographical sketches of 
key personnel selected by ICOMI to airect and operate the project. It will 
be noted that during the life of the bank’s loan, final decision in any matter 
involving development or operation rests with Bethlehem, and attention is 


drawn to the terms of the general construction contract which has been agreed 
upon by ICOMI’s board of directors. 


THE PROJECT 


The project can be divided into three main units: (1) The mine plant at Serra do 
Navio and townsite, (2) the railroad from mine to the new river port of Santana, 


and (3) the river-port facilities. The direct costs of constructing these are esti- 
mated by Bethlehem as follows: 


Mine plant and townsite _ - 
Railroad____--- 


SE ER SR rr ____ $16, 864, 100 
Port facilities ; PT EPNITY. 


Ear cmrerum Ti 
td 3, 481, 985 


Total __-_ as thie pe 5 . ‘neseed 44, 837, 287 
These estimates have been adjusted several times but are sufficient for round- 
number calculations. 

The total cost has been adjusted upward to allow for interest during the period 
of construction and for possible inflation of 25 percent or more over the construc- 
tion period to bring the total figure up to the amount of the requested credit. 
It should be noted, incidentally, that these costs do not include development 
costs up to January 1952. Such costs are to be credited to the account of 
ICOMI’s owners and are not subject to financing under the proposed credit. 


THE ORE DEPOSITS 


The Serra do Navio manganese deposits were first reported in 1934 and have 
been investigated from time to time since that date, but no work of consequence 
was done until 1947, when the territory, on the advice of the Brazilian National 
Council of Mining and Metallurgy, let concessions to ICOMI. In 1949 ICOMI 
entered into an agreement with Bethlehem, and systematic prospecting and devel- 
opment began in August of that year. Through October 1951, 168 diamond 
drill holes had been sunk, outlining a minimum reserve of 10 million tons of 46 
vereent manganese ore. All development prospects have not been exhausted, 
but the program has been halted, as further general prospecting would be unnec- 
essary. é 

The ore occurs as a strike length of 8 kilometers, and present exposures indicate 
that the orebodies are disconnected and irregular in outline. The best ore is the 
hard manganese oxide psilomeleane, and there are all gradations from this down 
to soft mixtures of manganese minerals with the surrounding siliceous and clayey 
country rock. Origin of the ore is still a subject for debate. 

The best orebodies appear as bold outcrops of the hard ore, usually surrounded 
with a mantle of float which, in many cases, has sufficient manganese content to 
be classed as ore. The calculated reserves are made up as follows: 


Category Metric tons 
Lode ores, calculated from results of diamond drilling, at least. ____ 9, 177, 000 
Lode ores, undrilled and outlying bodies, estimated from surface 

SRD 5 I oi ion chai cc dees abt ak in AS es wr 849, 000 
Float ores, contiguous to orebody outcrops, at least.._......__.__- 327, 000 
Float ores, flanking the orebody outcrops, at least. _.....________- 320, 000 


Total ore reserves, at least 46 percent manganese, October 
WOGis net lose thansccs ci bases ice ec elas, 10, 673, 000 


The topography lends itself ideally to open-pit mining, although the discon- 
nected nature of the bodies will necessitate a succession of small pits. Neverthe- 
less, there are several orebodies of considerable size, notably one labeled T-6 
which contains 3.3 million tons, and initially the operation will be able to work 
on 100 percent shipping ore. However, as work progresses it will be necessary 


to install one or more washing plants to handle the lower-grade mixtures that occur 
on the flanks. 
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Mine plant layout.—The basis on which the mine plant is being designed is 
for a production of 500,000 tons during the first year and | million tons for each 
of the succeeding 5 years. 

The railway terminus and central shop and warehouse for the facilities will be 
located at the center of gravity of the orebodies. For the initial installation it is 
planned to strip the T—4 and T-—6 orebodies, stockpiling all shipping-grade ore 
adjacent to a loop road which will lead to the crushing and railway carloading 
plant. The waste overburden will be discarded on a northeast slope of the ridge. 
It is expected that 100,000 tons of float ore will be recovered prior to the commence- 
ment of crushing and shipping. 

A road layout has been made but is admittedly preliminary and will be revised 
as more detailed information is developed. The whole area is covered with a 
dense growth of large trees and clearing operations will be required before detailed 
locations can be made. 

As mentioned above, the scattered nature of the ore bodies dictates that a 
number of small and relatively independent operations will be more practical 
than large-scale centralized operations. The selection of the equipment, there- 
fore, tends toward small shovels and the smaller and more maneuverable trucks. 
Drilling and blasting will be by wagon drills, although larger churn-drill equip- 
ment mav be used lateron. The shovels will be diesel powered, crawler mounted, 
and of 2%-vard capacity. Fifteen-ton trucks equipped with special ‘“‘hydro- 
tarder”’ braking devices are planned. 

The crushing and screening facilities will consist of a primary jaw-crusher 
followed by a succession of screens and feeders which will deliver the ore to a 5- 
conrpartment concrete bin of 2,000-ton capacity with facilities for rapid loading 
into the railway cars. 

Mine auziliary plant and townsite-—Centered around the railway terminus 
will be the usual machine shops, warehouses, fuel tanks, and offices. The large 
buildings are to be of steel framework construction covered with corrugated roofing 
with open sides, except the warehouse, where special provision is being made to 
combat the destructive effects of the high humidity. In general, the shops are 
designed to handle only current maintenance and repairs. As extensive shops 
will be required for maintenance of railroad equipment, it is planned to centralize 
all heavy-equipment repairs at the river-port end of the railroad. 

The camp will consist of residences of various classes for the supervisory per- 
sonnel and 235 houses for skilled laborers and their families. As houses for the 
construction workers will be necessary before the railroad is completed, it is 
planned to make most of these smaller units of prefabricated steel. Eventually, 
the trend will be toward hollow-brick and tile construction with insulated roofs. 

It is expected that the personnel will be predominantly Brazilian, with a mini- 
mum number of American employees. However, during the construction and 
training stage, it will be. necessary to recruit a substantial crew of mechanic 
specialists and capable operators for the equipment. For routine operation it is 
expected that the staff and personnel will be about as follows: 


Administration 2 
Office 12 
Medical service 8 
Camp service 60 
Engineering department 19 
Mine operations 208 
Temporary mechanical 3 
Mechanical department 65 
General labor 50 

Total badd : “a ; ™ 427 


Mine and townsite development costs.—Estimates for the mine development, 
equipment, plant, and townsite have been nvrevared by Bethlehem’s own engi- 
neering department, and it is their opinion that this portion of the project does 
not lend itself to inclusion with the railroad and port in the overall general contract. 
Accordingly, it will probablv be contracted out separately. Work at the camp 
will have to be timed for completion when the railroad is readv. The extent to 
which the permanent construction can be deferred so as to fall within the produec- 
tion period rather than to attempt overall completion before ore shipments start, 
has vet to be determined. 
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The mine plant has been described above, estimates of its cost being as follows. 
Direct cost of construction and equipment_.___.________-_- $12, 726, 000 
Fees and expenses._.._.__.._ vcahdteailes inns teciase Th ta Atecie aed ce caddadmeataiea aie 4, 138, 100 

» atari ht Aditi ant se tbat Po ag 16, 864, 100 

Railroad.—A preliminary location survey of the railroad has been made bv 


Foley Bros., well-known engineers and construction contractors, who have sub- 
mitted a plan and estimates, the highlights of which are as follows: 


Di Ae WN ROB oii nn a singh nic beitbeiink busi aeite kilometers. _ 212 
AIEEE I rs onion tp hee oo hiaterodhant aie aah Bin ee ae OG... se 4 
Ta dk inn 0 oe cieena nh  eicaeaihliien de plain ace oe ae a pounds... 90 


Bridges: Three, with total length of 310 meters. The first 126 kilometers are 
through open savannah country, the final 86 kilometers through jungle. Grading 
will not be excessive or difficult. It is planned to proceed with construction from 
the river and from the beginning of the jungle section simultaneously, in order 
to provide access to the bridge sites as rapidly as possible. 

thlehem has asked both Foley Bros. and Morrison-Knudsen to submit esti- 
mates and proposals on the railroad construction. They appear to be quite 
satisfied with Foley’s handling of the job so far and, unless some great. difference 
appears to the advantage of M-K, it is probable that Foley will get the job. 
he proposal is that Foley Bros. will provide all engineering and construction 
supervision on the railroad and construction only on the port facilities. The 
firm of Moran, Procter, Freeman & Muesser has submitted a preliminary design 
for the ore-loading facilities at the Amazon River port of Santana, 20 kilometers 
upstream from Macapé. It is planned to have them continue to act as designing 
engineers, Foley Bros. to build to their specifications. 
general criticism of cost estimates is that too great a factor for contingencies 
appears. It must be conceded that close calculation during the period of prelimi- 
nary survey is impractical, and we have been assured by Bethlehem that as fast 
as details appear, the estimates will be corrected, with the two factors of early 
completion and economy of construction duly weighed. 
Cost estimates for the railroad are as follows: 


RS Bo taut Pee er ee SO ei aie $592, 984 
Construction, plant and equipment -_--_..-........-...-------28 ee 4, 536, 649 
Overhead, freight, camp construction. ._..........-..--...._-___ 6, 932, 110 
Direct costs: 
RSPR ous 0s ohn» ale ca bale cuiliee S ce a Re Uae eee 8, 254, 081 
PUN. oc ius cuted - hae dhtbin Dag aed ae ede 725, 388 
SE MNO. oS ee ~ wenn wuee contain eet bee 5, 455, 623 
Dijscetasienis trusting. CO ee Bh 12, 572 
Piss ox Us dries de casa ate eed teu 9, 447, 664 
(enn C0 ick 35 i oe etd ew oisch jk deadies veka cane 21, 509, 407 
Adjustment credit for two-shift operation_...............-.---... 1, 100, 063 
DO ik a6 diktwitinrsh ds <sthbcin aes dkatitemsebs eco s aoe 20, 409, 344 
Canteaeter’s .in0, 20 Dereat.... 5 an nec cncsikwkencesassdueeiaadiel 2, 040, 929 
URI Y,. TI Oh a eel hae ae 2, 040, 929 
Rn shee oth as das Vee ep CMs totuandke ee ee oekGiae eee 24, 491, 202 


Port facilities —The project contemplates ore-handling facilities for 560,000 
tons per year, with layout provisions for expansion to 1,120,000 tons per year. 
Provision is made for total storage capacity of 174,000 tons and a shiploading 
rate of 2,500 tons ae hour. 

In addition to the ore-handling one there will be docks to handle incom- 
ing freight, housing warehou, 0s, and oil storage, shops, and rail terminal facilities. 


here are no particularly difficult features attending this project, except that 
rovision must be made for the current, tides, and floating debris of the Amazon. 
here is a maximum tidal range of 4.5 meters. The site is covered with dense 
jungle growth and underlain by fine river silt and clay which at a depth of 0.5 
meters rests on hard laterite competent for loading to 4 tons per square foot. 
During the construction period most imported materials will be trans-shipped 
at Belém into river barges. 
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The cost of the port works is estimated as follows: 


Direct labor and materials...................-.-- . ..-.-- $1, 781, 985 


Overhead, including engineering contractor’s fee and construction 
GUM a oc we bn dvnduseccu stor URE SAL ARE ha ee 3 Wicdese 3, eee 


TE. ode comeckwhuowceeres ce une een er 3, 481, 985 
A. W. T. Freaxes, Engineer. 





Apprnpix B 


MEMORANDUM R&# INSPECTION OF THE PROPERTY OF INDUSTRIAL EB COMBERCIO DE 
Minerros, 8. A. (ICOMI), Novemper 12 ro Novemprr 19, 1953 


An inspection of the mine-workings construction camp and the port site at 
Macapa which make up the present plant of the [COMI manganese project was 
made by the bank’s mining engineer between November 12 and November 19. 
The trip was made in company with Mr. John Van N. Dorr II, geologist of the 
United States Geological Survey, who has made a study of the Serro do Navio 
deposit over a period of 5 years and is thoroughly familiar with the details of the 
ore occurrences. All arrangements for travel and entertainment were made by 
Mr. R. B. Butler, resident manager for Bethlehem, and he did everything possible 
to make our tour pleasant and informative. 

The project is made up of three principal units: the port, the railway, and the 


mine plant. 
PORT FACILITIES 


A site has been selected about 11 kilometers upstream from the town of Macapd. 
The river at this point is deep, wide enough for a turning basin, and still protected 
from the prevailing west wind which sweeps the waterfront at Macapé. The 
foundation conditions for the pier and mooring dolphins are not as good as was 
hoped for, but certainly sufficient support can be obtained by driving long pilings 
or with caissons. 

On shore the terminal area has been cleared of trees and topography has been 
mapped in detail. The surface is underlain by a mantle of laterite which should 
provide sound bearing for normal loads and for the stockpile. They have, how- 
ever, abandoned the idea of a reclamation tunnel and are planning on reclaiming 
with shovel and a traveling hopper. One of the reasons for this change is that 
it is expected that conerete costs will be high at this site due to the long haul for 
aggregate and the high cost of cement. Also, the torrential rains that occur 
make tunnel maintenance a problem. 

There is provision in the plan for a spur to serve a commercial freight dock to 
be built by the territorial government. This will be located just downstream 
from the ore-loading terminal. Other auxiliary plants will be located in the 
terminal area such as the powerplant, railway repair shops, and warehouses for 
incoming freight. 

Except for the pier and mooring structures the port terminal ts of conventional 
design and con.truction should pose no unusual problems. There is already a 
good road from Macapé and, at present, the construction labor is housed in town 
and hauled to and from the job by truck. 


RAILWAY 


Location surveys of the 200 kilometers of railway line are complete. The time 
which has been consumed by contract negotiations has not been a loss from the 
construction point of view as, during this time, the railway location has been 
revised and improved so as to shorten the line, improve grades and curvatures, 
and greatly reduce cuts and fills. Practically all rock work has been avoided. 

The first 100 kilometers of the line lie in a rolling, open savannah. The drain- 
age pattern is irregular and some low grades against the loads are encountered. 
The route is so nearly parallel the existing national highway that only short 
branch roads will be needed to provide access during construction. 

The railway will reach Porto Grande on the shore of the Araguari River at 
110 kilometers. From there on the line passes through the tropical forest and the 
topography is somewhat rougher. Cuts and fills are numerous but quantities are 
small. An access road has already been cut for 25 kilometers and this is being 
extended to the crossing of the Rio Cupixi, a further 20 kilometers. 
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The Cupixi will require a single span bridge and from there to the crossing of 
the Rio Amapari at kilometer 178 several small streams will be encountered which 
can be crossed with short trestles or with culverts. The main crossing of the 
Amapari will be a steel structure on concrete and masonry piers and will be made 
up of three steel spans. This will be the most troublesome spot on the road and 
construction will have to be timed to coincide with low-water seasons. 

From the Amapari to the mine the topography is rough and finally, in the mine 
yard itself, grades of 2 percent in favor of the loads are encountered. In the mine 
yard trackage, for 120 empties, a gravity feed to the loading bins, and a warehouse 
siding is provided. No Y is needed as the locomotives will be of dual control, 
double-end design. 

In the opinion of the engineers on the job nothing of an exceptionally difficult 
nature will be encountered. They are experimenting with screened laterite 
rubble as ballast but if that is not approved then a quarry in granite near the right- 
of-way can be opened. Ties will be cut largely on the islands in the Amazon but 
perhaps some can be obtained from the forest adjacent to the line. There is, 
however, surprisingly little useful timber in the forest, only about 15 percent being 
of species that make good lumber and timber. 

The personnel now on the job for Foley Bros. are 17 engineers and 300 laborers. 
Of the engineers three are experienced in railway construction and the chief 
engineer was formerly in Alaska with M-K and has waterfront and highway 
experience. The field crews are both American and Brazilian and evidently a good 
relationship is being cultivated. 

ORE DEPOSITS 


The Serro do Navio deposits were discovered in the late thirties and recognized 
as manganese ore when the Hanna Mining Co. was active in iron-ore exploration 
in the district. Concessions were let to Mr. A. T. A. Antunes by the Brazilian 
Government, and his company, “Auxiliar’? made an attempt at mining during 
World War II but was unable to make more than a token shipment because of 
the difficulties of transportation. Bethlehem became interested in the operation 
in 1947 and since that time has actively pursued a development program of 
diamond drilling and surface-ore exposure. The goal was 10 million of direct 
shipping ore, and about 2 years ago drilling results satisfied them that the 10 million 
was safely proven and quite a substantial probable reserve, estimated at 20 million, 
should be proven by future developments. The program totaled 33,338 lineal 
feet of diamond drilling in 199 holes of which 1,661 feet in 8 holes were for founda- 
tion work. The difficulties encountered in this work may not be appreciated by 
present and future observers as the transportation system has improved greatly 
in the past year and good roads now traverse the property where, during the drill- 
ing program, ‘‘cats’’ mired in the swamps and a steaming jungle growth matted the 
entire area. Core extraction was poor due to the porous and ravelly ground, and 
progress was made only by a patient succession of drilling and cementing operations 
which was further complicated by a steady succession of diamond drill crews. 
However, the campaign was finally concluded and the ore reserve proven to the 
satisfaction of both the company engineers and the geologist sent down by DMPA. 
Mr. Dorr, United States Geological Survey geologist, has followed the operation 
from the start and he is confident that the results are correct and conservative. 

From my 2-day inspection both of the surface exposures, drill cores, maps, and 
computations, a favorable impression of the quality of the engineering was ob- 
tained. The values are consistent and there is little reason to fear that 46 percent 
Mn grade cannot be maintained. The largest concentrated tonnage is in the ore 
body labeled T-6 where 3,300,000 tons of 48.39 percent ore have been proven. 
This body has been estimated by three engineers working independently but using 
the same drill results, and their findings are so nearly identical as to raise a 
suspicion of ‘‘fudging’”’ which, however, we may be sure is not the case but only an 
indication of the consistent values obtained. 


CONSTRUCTION ESTIMATES 


The weight of papers, maps, and charts shows that a great deal of work has gone 
into the estimates of capital cost. It is difficult to assess the accuracy of the 
conclusions but all signs indicate that care has been taken to assure that all 
points have been covered and the overall estimate is fortified by a heavy con- 
tingency factor and ample allowance for overhead. Attention is invited to the fact 
that Brazilian cost factors are included at 18 cruzeiros per dollar and, while there 
is a provision in the contractor’s contract for recalculation the exchange is now 
nearly 50 per dollar, so some considerable differences already exist. 
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It appears that they have made careful computation of the physical units of 
construetion such as excavation, concrete, ties, steel, etc., but that the labor factor 
has been calculated far on the safe side. 

The Foley Bros. contracts are on a fee basis with bonus and penalty for time, 
and another bonus and penalty for meeting the target estimates. These bonuses 
are such that there will be ample incentive for the contractors to speed the job 
and guard expenditures. 

GENERAL IMPRESSIONS 


The ore deposit is such that open-pit mining can be conducted with a minimum 
f prior development and per-ton operating costs will be about those of other 

open-pit mines. The railroad will be of simple construction and easy to operate 
and poses no exceptional problems. The port may require some exceptional 
expense in providing pile or caisson support for the loading gantry but that cannot 
be prohibitively expensive. Other facilities such as housing are amply provided 
for 
My impression is that Foley Bros. are doing a good job on the railroad location 
and we can expect them to do as well on the construction. Bethlehem has only 
a skeleton force, consisting of Mr. Butler and his assistants, Mr. Malinofsky, and 
Mr. Whitehead. These three men give a good impression. Mr. Whitehead was 
for some years mine superintendent at the Vale do Rio Doce operation in which 
the bank is interested and he is well known the to bank’s staff. 

Relations with the Brazilian nationals both on an official and personal basis 
seem to be most cordial. The governor of the territory of Amapa (whose activities 
will be the subject of a separate report) is an enthusiastic backer of this project 
and is a great help in many ways. 


A. W. T. FREAKEs, 


, s 
Engine er. 


AppENDIx C 
Marcu 19, 1951. 


Report ON AFGHANISTAN-MORRISON-KNUDSEN OPERATIONS 


The following report covers the period of my visit to Afghanistan from February 
17 to March 14, 1951. 


STATUS OF MORRISON-KNUDSEN OPERATIONS 


Under credit No. 470 the Afghan Government has funds available for the com- 
pletion of the construction of the Kajakai Dam, the Arghandab Dam, and the 
Boghra Canal system. All three of the operations are controlled from the M-K 
headquarters at Kandahar. 

These operations are being carried out under rather severe operating conditions. 
Afghanistan does not have a seaport and it is therefore necessary that all imported 
materials come through Pakistan. Border relations between Afghanistan and 
Pakistan are rather delicate, and M-K is constantly faced with customs problems 
in Pakistan and import problems in Afghanistan. 

With the exception of local timber all materials and supplies are brought from 
Kandahar to Chaman by rail. M-K has a warehouse at Chaman from where 
Afghan truckers contract the movement of the freight to Kandahar over the new 
70-mile M-K constructed highway. Deliveries from the central warehouse at 
Kandahar are then made to the three project headquarters. 

Local timbers are brought out of the mountains near Ghasni by camel and are 
then trucked by timber merchants to Kandahar for sawing in M-K’s mill. These 
logs result in a $400 per thousand board feet cost as compared to $250 per thousand 
for stateside lumber. However, these operations can all be handled in Afghanis 
rather than in dollars. 

Cement used on the project has until recently been purchased in Pakistan. 
When shortages in Pakistan eliminated this source, it was necessary for M-K to 
go to Belgium for the supply. M-K has now received 1,000 tons of cement on 
a 5,000 tons firm order from this source. In the past it was possible to use rupees 
for purchasing cement with an equivalent cost of $36.90 a metric ton at Kandahar. 
The Belgium cement requires the use of dollars and costs $48 per metric ton at 
Kandahar. 

Practically all heavy equipment necessary to complete the three projects is on 
hand in Afghanistan. Two power shovels and two end dump Euclids, the re- 
maining heavy equipment, have been purchased and are en route to Pakistan. 
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The supply of equipment parts now in stock on the project is about 10 months 
ahead of operations. All parts necessary to complete the job are ordered or are 
en route to Afghanistan, and it is anticipated that if priorities can be obtained 
they will all be in stock there by January 1, 1952. 
asoline and Diesel oil are purchased at Karachi and delivered from Chaman 
by M-K tanker trucks. It is anticipated that under maximum operating con- 
ditions there will be a daily Diesel consumption of about 4,000 gallons. M-K 
storage facilities are not large enough to carry over a large supply of these fuels. 
Steel for reinforced concrete and structural uses does not seem to be a problem. 
Purchases are made in the United States and a good supply is on hand at Kandahar. 
A firm contract with the Hercules Powder Co, also appears to assure a steady flow 
of powder for the job. The M-K company has a number of problems with the 
handling and transportation of the dynamite but it has been able to keep a 
satisfactory supply on hand. 


Arghandab Dam 


The 18-foot diversion tunnel was holed through on March 6, which completed 
the tunneling work for both dams, The fill section of the dam is about 60 feet 
high for two-thirds the length of the structure, while the unfilled end section is 
being used for the present river diversion. The south abutment of the dam, 
above the diversion section, is being prepared for fill replacement and as soon as a 
low water diversion can be made through the tunnel the remaining section of 
the earth fill can be placed. 


CONSTRUCTION 


Kajakai Dam 


Both the power and irrigation tunnels which are 34 feet in diameter have been 
holed through and only a minor amount of grouting and entrance concreting will 
be necessary to put the tunnels into shape. It was decided at the time of Colonel 
Growdon’s visit that the tunnels will not require complete concrete lining. 

The south abutment of the damsite has been scaled and the north abutment 
is now in the process of being scaled. The final decision on the location of the 
spillway has been made which will move it upstream from the damsite. It will 
require a rock cut of about 100 feet in depth and the excavation of over 1 million 
cubic yards of rock which will be placed in the dam. The access road to the 
spillway site is now being constructed along the bluffs on the north side of the 
river. 

The decision was also made to eliminate the spillway gates at Kajakai until 
the powerplant is to be installed. 

As soon as the low water diversion can be made, the cutoff trench will be pre- 
pared and the main fill section placement will be started. From that time on it 
should be possible for M-K to maintain a continuous construction program on 
the main section of the dam. 


The Boghra Canal system 


The diversion dam, the power drop and the channel excavation for the main 
Boghra Canal and the East Marja Canal have been completed. Drops, turnouts, 
wasteways and overpass and underpass structures are being completed along the 
canal alinement. The West Marja segment will not be excavated until the 
people are ready to move onto the land to be serviced by this canal. It isa 
small section canal located in a windblown area and would be filled with sand if 
it was not put into use soon after it was constructed. This canal construction 
may be postponed until after June 30, 1953, depending upon the rate and location 
of development of the land under the Boghra system. y 

A Chamalon Canal is under construction and the excavation will be finished in 
1951. Tt was originally planned to follow down river near the toe of the bench 
lands with the canal alinement but it is now designed to follow relatively near 
and paralleling the river. The new canal will discharge into the old canals as it 
passes their intake sections. Portions of the new alinement will be along the 
old canal sections and will integrate all the old canal systems into one water 
distribution unit. 

M-K has done an outstanding job of training Afghans to handle the con- 
struction and transportation equipment and to do the equipment repair and 
shopwork. A number of men have also been developed as engineering aides and 
they are now doing the surveying and minor field engineering operations. All 
the construction equipment is manned by Afghans and with the exception of a 
few Italians who have supervisory positions in the shops, all repair work and 
job shop construction is also being done by Afghans. The men have become 
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efficient operators and from all indications are doing as satisfactory a job as 
could be done by any other skilled operators. 

M-—K has made a special effort to develop these men and as a whole their training 
program has been an outstanding success. The company is faced with one 
serious problem to overcome in the use of Afghan operated equipment—the matter 
of safety. There have peen a number of deaths caused by the use of equipment, 
often through carelessn:ss on the part of someone who is not directly associated 
with the operations of the machines. Mr. T. Y. Johnston is considering putting 
all equipment and machine operators in coveralls and intensifying the educational 
program for all persons working on the job. 

M-K’s operations are making an impact on Afghanistan that can have lasting 
effects on the economic and social conditions of the country. Men are being 
efficiently trained in mechanical operations, simple engineering procedures and 
office routines. If they can continue to use and develop this training, it should 
do much to bring Afghanistan toward modernization. 

The Afghans being used on M~—K operations are not being allowed land allot- 
ments on the Boghra project. Morid stated the settlement would be done with 
farmers and nomads and it was hoped that the M—K trained men would be able 
to use their skills on operations similar to the M—K work in other parts of the 
country. Abdul Majid also expressed a concern about how these men and the 
equipment could be used after M—K operations were completed so it is a matter 
of serious thought to some of the Government officials and important Afghan 
citizens. 


LAND DEVELOPMENT ON THE BOGHRA AND ARGHANDAB AREAS 


The land to receive storage water from the Arghandab Dam and the land that 
will be irrigated from the new Chamalon Canal of the Boghra system have been 
under cultivation for a number of years and have been irrigated whenever river 
water has been available. The lands under the main Boghra and the East and 
West Marja Canals will be irrigated for the first time. These are bench land 
soils of a different texture and profile than the river bottom lands now under 
cultivation. The latter are called the Helmand soils. 

The above mentioned soils going under irrigation for the first time are classed 
as the Boghras and the Marjas. The Boghras, which include about 75,000 acres, 
are a very shallow soil over gravel. A typical profile is 3 inches of sandy loam 
over 9 inches of clay loam lying over gravel that contains some clay. 

The Marjas, which amount to about 25,000 acres, are much better soils. They 
can be from 1% to 4 feet of silt loam underlain by a dense gravelly material. 
Lower down on the bench, and surrounding these two areas of irrigable soils, 
are the so-called red soils which are very gravelly and are not classified as 
irrigable. 

The Afghan Government had the M—K Company make preliminary soil surveys 
of the above-mentioned areas and also initiate experimental cropping programs 
for the areas to be irrigated under the entire Boghra Canal system. Mr. Frank 
Youngs made the soil surveys and initiated the experimental cropping program. 

The first experimental farming was done at Zambouli in July 1947 and was 
abandoned at the end of 1949. Thirty acres of deep Helmand soils were put under 
irrigation and initial cropping was done for many field crops, forage crops, and 
fruit and nut crops. In January 1949 work was started in the vicinity of Fort 
Nadial on M—K’s 2,000-acre farm and during that year 10 acres were put under 
irrigation. The area included 8 acres of Marja soils and 2 acres of Boghra soils 
which were irrigated by pumping from an old well at the fort. In 1950, 20 more 
acres of Marja soils went under cultivation and pumping from the well continued 
until March of that year when water was then made available through a canal 
lateral. 

Since M—K has to furnish each Afghan worker with about 65 pounds of ground 
wheat a month, it was decided they would raise their own grain rather than buy 
from the farmers or grain dealers. In December of 1950, 1,400 acres of wheat 
were planted at Nadial and a farm manager was imported from the United States. 
In addition to this, 45 acres of barley, 50 acres of alfalfa, 60 acres of pasture, 6 
acres of potatoes, and 10 acres of vegetables were also planted or are to be planted 
on the farm. The latter will be raised for use in the construction camps mess 
halls. 

Karly this spring the Government asked to take over Mr. Youngs’ experi- 
mental work and the 1,400 acres of wheat. After several discussions between the 
Government and M-K, 135 acres, including the experimental plots and some of 
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the other farmlands, were turned over to the Government for administration, but 
the operations will still receive technical direction from Mr, Youngs. The 
remainder of the land on the farm still will be under the jurisdiction of M-K. 
Noor Mohammad was sent to Nadiali by the Afghanistan Agriculture Depart- 
ment to be in charge of this agricultural work, as well as the initial settlement of 
the Boghra lands. 

At the present time 2 parallel laterals at canal stations 44+ 000 and 44+800 
have been constructed. They are about 12 kilometers in length and will make 
water available to approximately 5,400 acres. Another lateral is planned for 
immediate construction at 43+ 000 and will furnish water to 6,000 additional 
acres. It is anticipated that the entire 5,400 acres under laterals 44+000 and 
44-+-800 will be under irrigation by next year. 

At present M-K has 1,570 acres under irrigation from:these laterals and the 
Afghans have about 2,000 acres under irrigation. The latter acreage is mostly 
in wheat and includes the experimental areas and some nursery plants. 

The anticipated problem of not being able to get settlers for the land has 
apparently turned out to be a problem of the opposite kind. The people are mov- 
ing into the area at such a rapid rate they are ahead of the actual land develop- 
ment; 150 families are on the land now, and 375 families are waiting for their 
land allocations which are made through Kabul. In addition to this, some 
nomads have moved into the area and are expectantly awaiting the opportunity 
to settle there. Statements from various Government officials, including the 
Acting Prime Minister, indicate that direct or tentative requests for land allot- 
ments have already been received for almost half the acreage of the new land that 
will be available under the Boghra system. 

The attachment, Plan for Developing Agricultural Resources in the Helmand 

Valley, was presented to the M-K Afghanistan, Inc., office in San Francisco and 
analyzed by that office in Mr, Dunn’s letter of January 25, which is also attached 
to this report. Discussions with various Ministers and other Government 
officials indicate that in general this plan is still the Government’s thinking. 
Among these officials I found a number of different opinions of their understanding 
of the development plan, but I believe the differences were largely thoughts in the 
details of the development. I question if this matter will be straightened out in 
its entirety until the Helmand River Valley Welfare Department (also called the 
Helmand River Valley Land Utilization Department) is put under the jurisdiction 
of one man who is made responsible for the entire operation, along with the other 
M-K operations on the Arghandab. 
* The first supplemental contract between M—K and the Afghan Government for 
land development under the Boghra was signed on December 6, 1950. It should 
be noted that this contract calls for water delivery to the high point for each 20 
jirebes (approximately 10 acres) while the plan estimates 25 greebs ! per farm. 
Actually the Afghan-Government has not decided how large an ownership of 
Boghra or Marja soils is necessary for an economic farm unit. The Agriculture 
Department has made some economic studies on this matter which will be sent 
to the Export-Import Bank, but their thinking is not in line with Mr. Youngs’, who 
believes the proposed Government farm units are too small. 

The plan also states that contracts will be made with M-K to build roads, canals, 
villages, ete. Actually the Army has the first village buildings under construction 
and has 110 family-housing units already completed, along with other village 
buildings. Each village will be constructed of mud bricks, to house 480 families 
along with the bazaars and other buildings. They are to be spaced 4 kilometers 
apart and will be connected with necessary roads. 

Construction is being started on the second village and there are indications 
now that M-K will be asked to take over the job probably around the end of 1951. 
With the indefinite possibility that the company may have to start constructing 
such buildings, M—K is doing some investigation in building types. They have 
constructed several rammed earth houses and are considering the planting of some 
varieties of grasses that might be used for roof thatching. 

Although drainage is proposed in the first supplemental contract, it cannot 
properly be considered on a local basis. Drainage is related to the entire irriga- 
tion project and should be considered on a project basis before specific plans are 
made for the individual units under the supplemental contract. 

The rate of land development between 1951 and the fall of 1953, when the first 
storage water becomes available, will be under control of the Afghan Government. 
Although they have had some rather definite ideas about the rate of settlement of 


4 Jirebes and greeb’ are apparently both used to equal .5 acres. 
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he Boghra lands in the next 3 vears, Mr. Dunn’s letter of January 25 seems to 
ive guided them to consider 6,000 acres to be a safe acreage of new land for year- 
yund irrigation until storage water is available at Kajakai. The minimum sum- 
flow in the Helmand River was 500 cubic feet per second in 1947, and 6,000 
es would take roughly 100 cubic feet per second. If 11,400 acres under the 
e laterals mentioned were irrigated fully, they would use almost one-third of 
waters from such a low summer flow. 

Adding the 1950 flow records to the short period of records on the Helmand and 
Arghandab Rivers indicates that M-—K’s estimate of available water supply may 
be on the conservative side. However, the flow records cover such a short period 
no foundational conclusions should be drawn at this time. Also on the conserva- 
tive side is the 40 percent water loss estimated for the canals. The old canals on 
the Arghandab should be fairly well sealed with river silts and some of the areas 
traversed by the Boghra and Marja canals appear to be more impervious than was 
originally anticipated. 

PROJECT FEASIBILITY 


A majority of the new lands to be put under irrigation by the Boghra system 
are shallow and not very fertile. The productions shown at the Nadiali experi- 
mental farm are in general lower than would be expected on new soils in the United 
States. The cropping on the deeper Helmand River Valley soils at Sambouili, 
where the first experimental work was done, showed much better fertility than the 
bench soils. Based on experimental work done by Mr. Youngs for the various 
crops in the Boghra area, he has made the following estimates of crop yield per 


acre: 
Crop Marja Boghra 
soil soil 
Wheat bushels 25 15-20 
Alfalfa tons. .| +5 3M 
Cotton pounds 1, 350 1200 


Cotton was not recommended for the Boghra soils, 


Because of the shallow profile of the Boghra soils the crops will probably be 
limited to wheat, hay, pasture, and some vegetables. On the deeper phases o° 
the Marja soil, most of the crops grown on the river-bottom lands could be raised 
Tree growth on the Marja soils is apparently slower than similar growth on the 
Helmand River bottom soils at Zambouli. 

Irrigated pastures should be strongly considered as a crop for the shallow soils. 
The grasses are shallow rooted and, if the fertility can be bu lt up, the pastures 
should get a good production. Regardless of how such shallow soils are cropped, 
they should ultimately require fertilizer much sooner than the similar deeper 
crops. So far, Mr. Youngs has been unable to find a satisfactory summer wheat 
variety for the Boghra area. The plants don’t take to the heat. On the other 
hand, practically all the Afghan officials assumed that wheat would be one of the 
big summer crops. Ih general, the summer cropping for the area will consist 
of pasture, hay, vegetables, cotton, grapes, fruits, and possibly almonds. It 
appears the winter crops would be hay, wheat, pasture, and some vegetables. 

Fall wheat is usually preirrigated in August, using low river stage water. It 
is planted in Septe ymber and harvested in May. Cotton would also require low 
stage water as would pasture, summer vegetables, and fruits. 

Under the Boghra system the new farmers on the new lands will be paying for 


their lands, their buildings and the system operating and mainte- 
In addition to this, they 


On the Arghandab 


their cattle, 
nance of costs from the returns of the irrigated fields. 


will be expected to pay a 10 percent gross crop income tax. 


they will have only the water and tax costs. 
An economic study should be made immediately to determine the proper 


size farms needed on the Boghra and Marja soils so as to determine the water 
distribution plan to farm units before too many laterals and distribution canals 
have been constructed. 

It is also vitally important that Mr. Youngs or someone equally competent be 
retained on the Boghra long enough to establish the varieties and limitations of 
production of such crops as cotton, sugar beets, fruits, and any others that 
may be used directly for establishing a relation to the country’s dollar balance. 
This will be vital to the establishment of a repayment for the Export-Import Bank 
loan if the crop production is to be considered a source for part of such funds. 
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Both the Minister of National Economy and Abdul Majid expressed concern 
about the cropping of new lands under the Boghra. They felt crops such as 
cotton, sugar beets, fruits, and grapes would be necessary for the satisfactory 
repayment of the Export-Import Bank loan. With 75 percent of the new lands 
having a limited cropping use, their concern is valid. 


M-K RECORDS AND REPORTS 


M-K is doing land development work and buying farm machinery under 
supplemental contracts with the Afghan Government. “They are also doing smal! 
amounts of engineering investigation work in other phases of the program that 
are outside the Export-Import Bank agreement terms. This condition requires 
a correct understanding of the relations and definition of each kind of work so the 
Export-Import Bank will not be paying for unauthorized operations. 

wo discussions were held with 8. K. Schenck and W. A. Hohlweg regarding 
the reporting and accounting for the use of men, equipment, and materials of the 
various kinds of work. The following were agreed upon: 

(1) The administration and engineering personnel would be charged specifically 
to the contract, or “out of the contract,” jobs on a time basis. Each month 
charges for such work would be reported as deductions from the time-distribution 
records for the following month. This will be necessary since the payroll billing 
is done in San Francisco and will necessarily result in a 1-month lag in reporting. 

(2) Construction of canal underpasses and overpasses necessary to protect the 
canal from storm damage would be considered part of the canal construction cost. 
Outlet channels constructed to the point necessary to make these structures 
function would also be considered part of the canal construction costs. Any 
outlet excavation done beyond this point to protect low lying farmlands would 
be considered development costs. 

(3) Repair parts, repair, and equipment maintenance overhead would be 
apportioned against the equipment-use hours, since they cannot be charged against 
specific construction operations. 

(4) Any wasteways or other structures constructed to assist in the control of 
lateral deliveries would be considered development costs. 

(5) A to-date progress report could be made covering all work done under 
the three target estimates through December 31, 1950. Following this the 

uarterly report would be made up each 3 months and forwarded to the Export- 

Import east through the Afghan Government. These reports would include a 

visual layout of the engineering operations done to date and during the 3-month 

reporting period. They will also include a cost breakdown for each of the three 
rojects showing all actual costs charged to the job by individual construction 
tems and by the overhead apportionment. 

A summary of the estimated costs of all major changes in design on the three 
projects, since the original target estimates were made, and also a comparison of 
the actual and the estimated costs of all major items constructed to date are bein 
made up at Kandahar for Export-Import Bank. These will portray a onenad 
picture of the condition of the project in relation to the target estimates. Copies 


of the progress shown on the construction schedules for the three projects will also 
be included in the report. 


OPERATIONS PROBLEMS AND CONSIDERATIONS 


The Boghra project is in a unique position in that the engineering planning, 
actual construction, and land development are all going on at the same time. 
Ordinarily on such irrigation projects the overall engineering planning would have 
been completed before construction was started and as construction units were 
completed the settlement would be initiated. M-K has come up against this 
matter of construction riding on the heels of engineering for most of the work they 
have done in Afghanistan and although they have helped the situation to a large 
degree by trying to get the Government to anticipate their wants in advance of 
the needs, they are still being pressured on the work. This has resulted in their 
having to engineer some of the jobs in the best apparent way and then modify 
the plans at a later date after they have had time to give them more study. This 
is certainly an unsatisfactory way to work up a project and necessarily results in 
some construction that would have been done differently if the engineering could 
have been completed far enough in advance. 

For this reason I feel that it is very important that one Government representa- 
tive located at Kandahar be made responsible for all the operations on the Boghra, 
the Kajakai, and the Arghandab. Similarly, one person should be made fully 
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responsible at Kabul for all these operations. At the present time M. Morid 
Khan, who is president of Royal Afghan Commission for M-K projects, works 
directly with M-K on contractual matters pertaining to construction. However, 
he also has to make decisions regarding portions of the development plan to fit 
them into the construction plans, At the same time Noor Mohammad is located 
on the Boghra project at Nadiali and he has the responsibility for settling the 
people on the land and the development program. The responsibilities of these 2 
men should be placed in 1 office since the construction planning will determine 
the land development program and any decisions made on land development will 
influence the construction planning progran. 

At Kabul the Acting Prime Minister has been trying to find a man to put in 
charge of the Helmand River welfare department but so far has been unsuccessful. 
This man would be responsible to the Prime Minister for all operations pertaining 
to the present project at Boghra. I discussed this matter with the Minister of 
National Economy, Abdul Majid and the Acting Prime Minister and emphasized 
the necessity of including the Arghandab and all other operational responsibilities 
in this man if they wanted to establish the most expeditious method of carrying 
on the project operations. I also had Mr. Jandrey and Mr. McGhee talk to the 
Acting Prime Minister about the matter, and I believe that he and the other 
officials are in accord that this should be done. By having 1 man at Kandahar 
and 1 man at Kabul responsible for these operations, it will also be possible for 
M-K to work in a much more efficient manner and eliminate the confusion be- 
tween individual responsibilities now held by the Minister of National Economy, 
the President of Agriculture, the Minister of Interior, and the Minister of Finance. 

After I had the opportunity of considering the Helmand River area as a whole, 
it became apparent that the Afghan Government should immediately made an 
engineering analysis of the water distribution and water use along the river from 
the Kajakai Dam to the Iran border. Between Kajakai and the Girisk diversion, 
and also between Chamalon at the west end of the Boghra project and the Iran 
border, lands lying along the river have been irrigated for years whenever water 
has been available. Lack of specific consideration for the water use on these lands 
and the relating of Kajakai Dam storage to only the Boghra area could work a 
hardship upon these farmers. I pointed out the necessity of making such a plan 
immediately so the Kajakai water storage could be used in the most beneficial 
way and at the same time the rights of the farmers along the river would be pro- 
tected throughout the water-use year. 

Again I discussed this matter with all the above-mentioned officials and also 
with M. Morid Khan, and they were all in accord with the necessity of making 
such an engineering investigation. M—K is now proposing a plan to the Afghan 
Government for making this and other engineering surveys. 

It appears there will be an important drainage problem on the Boghra project 
and a less important drainage problem on the Arghandab project after the lands 
start receiving storage water from the dams. I explained to all the Government 
officials contacted that they should immediately start the drainage investigations 
in these areas so as to be prepared for doing the necessary drainage work as soon 
as possible. With a small amount of irrigation done around Nadiali there has 
already been a rise in the water table of 2 meters in the Nadiali well. Since both 
the Boghra and Marja soils have a pervious subsoil, seepage water will enter the 
water table throughout the area. Besides producing the possibility of a high- 
water table there will be a natural underground drainage downflow toward the 
Helmand River bottom lands. This will aggravate the water-table problem 
there unless the surplus underground waters are controlled. There are also a 
number of alkaline areas along the Helmand River bottom lands which will be 
aggravated and enlarged when more water is applied to the lands. Preliminary 
studies by Mr. Youngs indicated the alkaline conditions on the bench soils and 
bottom-land soils can be controlled if satisfactory underdrainage is developed. 

In the Arghandab area there are already some wet spots along the river which 
will naturally be enlarged when more water is applied to these lands. In addition 
to this, there are plans being made for the possible utilization of the underground 
water in this area for pumping onto higher lands. The drainage and underground 
water investigations would naturally be made as one engineering investigation. 

I tried to impress upon the various Government officials the necessity of antici- 
pating their construction plans far enough in advance to give M—K the opportu- 
nity of doing the engineering planning in a sound manner. If funds are made avail- 
able to M—K and they can employ the necessary engineers, these investigations 
can be done so that they will result in the most economic and effective construction 
for the Government. 
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I discussed the matter of operation and maintenance of the Boghra canal system 
with M. Morid Khan and found that so far the general idea of the Afghan Govern- 
ment was to consider the maintenance of such a project on a farmer union basis. 
This would mean that groups of farmers would be responsible for portions of the 
canal maintenance which is the common practice on small irrigation canals through 
out the country. I impressed upon Morid the fact that in no other place in 
Afghanistan was the Government faced with problems of operation and mainte- 
nance such as would be found on the Boghra. For that reason I told him I felt it 
was very necessary that they bring in an experienced irrigation project manager 
to set up a maintenance and operation program for the entire system and to train 
Afghans so that they would be able to carry on a satisfactory overall O. and M, 
program in the future. Morid said he would make a request to the Government 
for such a man. 

The matter of sizes of the farm units, which has not yet been definitely estab- 
lished for the Boghra area, is a matter which should be settled immediately, 
The supplemental contract between M-—K and the Afghan Government calls for 
delivery to 10-acre units, although Mr. Youngs feels that these are too small on 
even the Marja soils. It would of course be necessary to increase the size of the 
farm units on the Boghra soils which are much less fertile and productive. I sug- 
gested that the Afghan Government request the FAO to make an economic analy- 
sis of the area to determine what should be the proper size of a farm unit. From 
all indications, however, it appears that if FAO, who has representatives in the 
U. N. office at Kabul, would make such an analysis it would probably not be 
completed in time to be of any use in the initial stages of the land-development 
program. Ispenta half day with the U. N. staff at Kabul and found that although 
they have had agricultural technicians in Afghanistan since last year, they have 
carried out no specific assistance projects for the Afghan Government in the 
Boghra area. In fact, their plans are at the present time to have the Afghan 

yovernment request that they send some technicians to the Boghra area to 
determine what type of assistance the Government should have and what type 
of technicians they should assign the area to help with the agricultural program. 
This will all take time and is not consistent with the speed of development of the 
Boghra project. 

1 also tried to impress upon all the Government officials the necessity of keeping 
Mr. Youngs or some equally competent man on the Boghra project for the next 
few years to continue the work Mr. Youngs has started. Both Majid and the 
Minister of National Economy are vitally interested in seeing that what they 
eal] “dollar crops” such as cotton, sugar beets, and fruits and nuts could be 
established on the Boghra as soon as possible. Since three-fourths of the new 
land under the Boghra is of poor quality, it will certainly be necessary for the 
yovernment to do some very careful planning on the cropping programs for the 
new settlers so as to-utilize these soils in the best manner possible. For this 
reason this agricultural guidance will certainly be necessary for the next few years 
in the area. 

After visiting the first housing project site on the Boghra, I talked to Morid 
about the possibility of having some competent person go over the housing 
project plan to determine better locations for the villages. The present plan is 
to place them every 4 kilometers as located on the map. TI proposed the sites be 
examined and the housing projects located somewhere within the vicinity of these 
specified locations where it might be possible to place them on the poorer soils or 
on a higher topography. In this way, it would be possible to utilize as much as 
possible of the good soils for farmlands and also give better drainage for the 
villages if the topography would allow this. Mr. Morid was in accord with this 
suggestion and then said he was writing a letter to M—K instructing them to 
make this housing project site analvsis. 

There are no forests or trees in the vicinity of the Boghra project and at the 
resent time the few people living in that area are using grass and small shrubs 
or fuel. I discussed this matter with several officials in Kabul and suggested 

that they give immediate consideration to the planning of quick growing trees at 
the end of the wasteways along the waterways and on some of the poor lands so 
that a source of fuel will be developed for the new settlers. This is a common 
practice in southern India on the irrigated projects and in some areas the sources 
of income from the fuel is almost as large as that obtained from paddy on the 
poorer lands. The M-—K officials are also going to stress this matter, and it is 
hoped that the Government will have foresight enough to start planning a solution 
for this situation. 

Soon after I started to discuss the Boghra operations with the Minister of 
National Economy, he asked if it would be possible to get additional money from 
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the bank to complete the development of the project. I pointed out that at the 
time the Afghan Government requested the loan they assured the bank they 
would take care of the development costs of the land if they could get money to 
complete the construction on the canal and the two dams. The Minister agreed 
that that was right but that it appeared they would not have enough money to 
complete the development of the necessary laterals, distribution canals, land 
leveling, and other costs, including farm equipment. The same matter was 
brought up by Majid who stated that he felt the Government would not have 
enough money to complete the land-development program. I asked him if they 
had not anticipated these costs at the time they made the agreement with the 
bank and he said they had; however, since then they have had a number of 
additional dollar expenditures they had not anticipated which had changed the 
picture. They have a commission in Europe now trying to find if various types of 
equipment can be made available for textile plants, sugar refineries, a powerplant 
and possibly a cement plant. Mr. Maiid said he felt that an additional loan to 
the Afghan Government would be the continuation of the assistance to the peoples 
in the underdeveloped areas and that it would also improve the repayment basis 
for the original loan made by the Export-Import Bank. 

I discussed this matter with Mr. Jandrev the next day and he pointed out that 
he had heard a similar statement made a few weeks ago regarding the possibility 
of an additional request that would be made to the Export-Import Bank. 

Mr. MeGhee was very much impressed with the aerial view he was able to 
obtain on the short trip he made in the Embassy plane from Kabul over the 
Kandahar area. He stated that this project was the one shining light in the 
Middle East and Near East as far as American assistance to the masses of the 
yeople in the underdeveloped countries was concerned. He said the State 
Department is very anxious to see this job go through to completion in a satisfac- 
tory manner so that the people could get onto the land and start farming as soon 
as possible. 





Apprenpix D 
JUNE 23, 1952. 
MEMORANDUM TO THE BoaRD 


From: Karl O. Kohler, Jr. 
Subject: Helmand Valley Development Progress Report, June 23, 1952. 

This report covers the Helmand Valley development portion of the visit made 
to Afghanistan by Sidney Sherwood, William B. Gates, Jr., and Karl O. Kohler, 
Jr., between April 26 and May 28, 1952. 

The Eximbank group spent 7 days in the Kandahar area visiting the Morrison- 
Knudsen of Afghanistan operations at the Arghandab Dam, the Kajakai Dam, 
and the Boghra Canal project at Girishk. Early in the mission a short meeting 
was held at Kandahar with M. Morid Khan, president of the Royal Afgan Com- 
mission for MKA affairs, and Sayed Wahdat Shan Khan, the engineer for the 
commission. M. Morid Khan then became the Government contract man for 
the group in Kabul and was with the bank’s representatives during their entire 
stay there. 

The initial meeting in Kabul was a joint session with the Minister of National 
Economy, Mir Mohammed Haider Khan; Minister of Finance, Mohammed 
Nowruz Khan; Minister of Public Works, Mohammed Akran Khan; and the 
Acting President of Agriculture, Zaman Khan Tarak. This was followed by 
meetings with Foreign Minister Ali Mohammed and Prime Minister Sardar 
Shah Mahmood Khan Ghasi. 

After a 6-day trip to the agricultural areas in north Afghanistan, Mr. Kohler 
returned to Kandahar where he visited the Boghra, Seraj and Tarnak-Dori 
areas, and Mr. Sherwood and Mr. Gates returned to Kabul where they worked 
with the various ministries in developing an economic and financial report on 
Afghanistan. They also held several discussions with the Prime Minister, 
the Cabinet Ministers, and Mohammed Kbira Ludin on the Helmand Valley 
development. 

Mr. Kohler visited the office of Noor Mahammed, President of the Helmand 
Valley Exploitation Department at Nad-I-Ali on the Boghra project. This 
Department is, at present, responsible for the settlement program on the newly 
irrigated lands and is being administered by Asalam Khan, the Acting President. 

The MKA engineering staff and Mr. Kohler made up a tentative planning 
and construction program to cover the full utilization of the Arghandab and 
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Kajakai storage waters. This was sent to the Prime Minister from Kandahar 
2 days before Mr. Kohler arrived in Kabul, along with a short description of 
several major project development problems. The MKA engineering staff then 
prepared tentative cost estimates for the water utilization plan which was taken 
to Kabul by T. Y. Johnston, the MKA project manager; W. A. Hohlwe , the 
MKA project engineer; and Mr. Kohler. Copies of the letter to the Prime 
Minister and the MKA programed cost estimates are attached to this report. 

Upon Mr. Kohler’s return to Kabul, the Eximbank group had meetings with 
the Prime Minister, the Minister of Foreign Affairs, the Minister of National 
Economy, and with Mohammed Kabir Ludin for final discussions of the pro- 
posed plans. 

Mr. Sherwood and Mr. Gates met with representatives of the UNTAM in 
Kabul, and later the group had several meetings with Mr. Beck, the Director of 
the UNTAM in Afghanistan, in Karachi where he was enroute back to Kabul. 

Mr. J. E. Horner, Charge d’ Affaires in the American Embassy at Kabul, worked 
closely with the Eximbank group and was very helpful during their stay in Kabul. 

In summary, the Eximbank group concentrated their efforts on the Helmand 
River Valley development through: 

1. Inspection of the present operations of Morrison-Knudsen of Afghanistan ; 

2. Working with MKA in setting up a program for the utilization of the storage 
waters in the Kajakai and Arghandab Reservoirs; 

3. Helping the Afghan Government establish an appreciation of the prob- 
lems and responsibilities that will have to be faced in a long time valley develop- 
ment program, 

4. Assisting MKA in obtaining a better understanding of the agricultural 
phases of their Helmand River Valley development survey. 

5. Discussion of the Afghan Government’s future plans for both Government 
and private capital expansion in the Helmand Valley. 

6. Obtaining a general understanding of the Afghan Government’s plans for 
requesting additional assistance from the Export-Import Bank. 


MORRISON-KNUDSEN OF AFGHANISTAN OPERATIONS 


The construction work in the Helmand Valley included under the $21 million 
Export-Import Bank loan consists of the completion of the Arghandab Dam 
the Kajakai Dam and the Boghra Canal system. The other construction and 
planning work being done by MKA is being financed completely by the Afghan 
Government and is referred to as “off-contract’’ work to differentiate it Trem 
the Eximbank projects. At the present time the off-contract work includes the 
development survey of the Helmand Valley, the land-development program 
under the Boghra Canal system, the Arghandab power program, administration 
and operation of storage in the Arghandab Reservoir, administration and opera- 
tion of the Boghra Canal system and a number of other surveys and maintenance 
operations. 

Export-Import Bank projects 

Physical and fiscal progress reports.—A mecting was held in Kandahar with 
Mr. J. E. Jessen, the office manager from the San Francisco office of MKA and 
the local engineering and business staff representatives. It was found that 
because of the necessary mail time elapses between the San Francisco and Kanda- 
har offices, it is not possible to get quarterly fiscal and physical progress reports 
to Washington in less than 60 days. To help keep the Export-Import Bank 
informed about the physical and fiscal progress on the project, a copy of the 
monthly narrative report, now being sent to San Francisco, will be forwarded to 
Washington. 

The problem of the material inventory, carried over by MKA to the 1950 
Eximbank contract from previous operations, was eliminated by having the 
local auditors establish a final inventory figure which will remain the same in 
all future reports. The same procedure will be followed with the carryover 
equipment inventory. 

The December 1951 physical progress report had been discussed previously 
with Project Engineer Hohlweg, and several errors were found in the Boghra 
Canal accounting. These are being corrected for the March report in addition 
to a number of changes in the ‘cost to complete’ items. These corrections 
should result in a more satisfactory picture of the actual construction quantities 
and costs for the remaining work. 

Although an accurate estimate cannot be made at this time for the cost under- 
run on the project, the latest estimate indicates a saving of about $2,300,000 in 


total curre 
notified th 
tion on Jul 
to plan fo 
Export-Im 
Construc 
MKA ope 
between tl 
rials throt 
border ant 
a satisfact 
versy, anc 
The crr 
Cement 
problems. 
Steel: | 
in ample 
liveries. 
Blastin 
at Karac 
powder ¢ 
reluctant 
re ulatio 
Shovel 
to obtait 
cently tl 
a reserve 
Weldi 
problem 
Diesel 
problem 
this has 
enough 
to oil. 
been all 
month-1 
the san 
diesel 0 
MK4 


of gasol 
287 ,995 
in 1951 
diesel ¢ 
Cons 
comple 
and wi 
work h 
The 
and al 
gates V 
The 
and wi 
plant, 
July 1 
Stor 
gates 
were ¢ 
and a’ 
elevat 
The 
Ka; 
1, 198 
is pro 
by N 
Th 
264,0 
comp 





STUDY OF EXPORT-IMPORT BANK AND WORLD BANK’ 1165 


total currencies and $1,750,000 in United States dollars. T. Y. Johnston has 
notified the engineering and business staffs to make a “cost to complete’’ estima- 
tion on July 1, 1952, so the Afghan Government and the Eximbank will be able 
to plan for the use of the unexpended funds as specified in the Afghanistan- 
Export-Import Bank agreement. 

Construction materials and supplies.—All foreign materials and supplies for 
MKA operations must come through Pakistan. Because of political differences 
between these countries, many problems are faced by MKA in getting the mate- 
rials through Pakistan customs, getting them transported to the Afghanistan 
border and then moving them into the country. MKA has been able to maintain 
a satisfactory working relationship by holding a middle position in the contro- 
versy, and it has not affected their contractual operation to a serious degree. 

The critical imported materials are: 

Cement: This is now purchased in England and Belgium with no supply 
problems. 

Steel: Reinforcing bars and structural steel are supplied by the United States 
in ample quantity. Fabricated steel in gates and valves is coming as late de- 
liveries. (Note report on Kajakai rotovalves and hollow jet valves.) 

Blasting powder: This has become a problem because of the harbor regulation 
at Karachi where only 50 tons can be imported on any one ship. Because a 
powder cargo increases insurance rates and handling charges, steamship lines are 
reluctant to accept such a small cargo, and some delays have resulted. A similar 
regulation applies to detonators. 

Shovel and tractor parts: Northwest power shovel parts are still very difficult 
to obtain. Caterpillar parts of all kinds have been difficult to procure, but re- 
cently the situation has eased off, and it is now possible to start accumulating 
a reserve supply. 

Welding rods and copper alloys: These have been a continuing purchase 
problem. 

Diesel oil and gasoline: Petroleum products have been, and still are, a serious 
problem. All of MKA’s petroleum products are rationed through Pakistan, and 
this has greatly complicated their procurement. Because India failed to deliver 
enough coal to Pakistan, many of the coal consuming industries have converted 
to oil. This has resulted in a serious shortage of railroad tank cars. MKA has 
been allocated 269,000 IMP/gallons of diesel oil per month by Pakistan on a 
month-to-month basis, but in May 1952, they agreed to a 3-month allocation with 
the same amount of oil per month. The company consumes 8,700 gallons of 
diesel oil a day, so the small monthly excess gallonage is added to storage. 

MKA has storage facilities for 700,000 gallons of diesel oil and 500,000 gallons 
of gasoline in Afghanistan and on May 1, 1952, had 508,000 gallons of diesel and 
287,995 gallons of gasoline in storage. The internal storage supply was sufficient 
in 1951 to carry the construction operations through the 2-month period when no 
diesel oil or gasoline was delivered through Pakistan. 

Construction operations.—Arghandab Dam: The fill section of the dam was 
completed January 18, . Excavation in spillway No. 2 has been completed 
and will be finished soon in spillways 1-A and 1-B. Concrete and masonry 
work have been started in both spillways. 

The conerete has been poured in the gatehouse and the valve control house, 
and all gates and valves ce been installed. All controls for the valves and 
gates will be installed by June 1, 1952. 

The 75 kilowatts generator, for the gate and valve controls, is at the dam site 
and will be ready for operation by June 1, 1952. The emergency diesel power- 
plant, for use when the turbine generator is not operating, will be installed by 
July 1, 1952. 

Storage was started in Arghandab Reservoir on February 24, 1952, and the 
gates have been discharging water all during the storage period. The gates 
were opened to discharge 1,700 cubic feet per second at the beginning of storage 
and are now discharging at the rate of 800 cubie feet per second with the water 
elevation within 17 feet of the spillway lip. 

The Arghandab Dam construction should be completed by July 15, 1952. 

Kajakai Dam: 1,250,000 cubic meters of fill were placed in the dam by May 
1, 1952. This is slightly more than one-third of the total fill, and construction 
is progressing at the rate of 12,000 cubic meters a day. The fill should be finished 
by November 15, 1952, about 4 months ahead of schedule. 

The spillway will have 903,000 cubic meters of rock excavation, of which 
264,000 cubic meters had been excavated by May 1. This excavation should be 
completed by February 1, 1953. 
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The power tunnel plug eannot be finished and storage started before March 
1953, but the irrigation tunnel plug should be mete in early January 1953. 

Delays in the deliveries of the valves have required the installation of tem- 
porary equipment to allow spring 1953 storage. The rotoyvalves will be de- 

ivered between June and August 1953 and the hollow jets between September 

and November, Construction should be completed by the end of 1953. 

The gatehouse is under construction and should be completed by August 1952 
along with the installation of the gate controls. A 60-kilowatt gate control turbine 
generator is en route to Afghanistan from the United States and will be installed 
by December 1952. 

The peak spring runoff in the Helmand River has apparently been passed and 
the cofferdams stood the flood without damage. This was the last major structural 
problem to be faced in the Kajakai Dam construction, and the remainder of con- 
struction should be routine operations, 


Boghra canal system 


All excavation has been completed in the main Boghra and East Marja Canals. 
The Shamalan, or river-bottom canal, is about 80 percent excavated and the 
earthworks should be finished by June 30, 1952, 2 months ahead of schedule. 

Five or six additional check and turnout structures are still left for installation 
in the main Boghra Canal, and all structures, with the exception of drainage 
inlets and turnouts, have been constructed on the Shamalan Canal to station 
17+750. Eleven more checks, drops, and wasteway structures will be required 
between station 17+ 750 and the end of the canal at station 66+000. All struc- 
tural work on the Boghre Canal system should be completed by January 1, 1953. 

The main Boghra Canal is now being used for transporting irrigation water to 
about station 51+ 000. Portions of the valley section of the Shamalan Canal are 
being used where they include old canal alinements and temporary river inlets 
will continue furnishing the canal water until the Boghra Canal bifurcation section 
is completed. 


Off-contract projects 


With the Arghandab Reservoir practically filled to capacity, MKA is making 
detailed engineering plans for the utilization of the new storage surplus. A water- 
use study based on Young’s general crop water use requirements was recently 
completed for the Arghandab Valley, and it indicated that approximately 156,000 
acres of land could be irrigated from the reservoir storage and the river flow. By 
allowing for the water required to run the two 4,000 kilovolt-ampere generators 
now under design and for the Arghandab acreage now being irrigated from the 
river, it will be possible to assure a satisfactory water supply for an additional 
65,000 acres of land. A detailed engineering and soils survey is underway on an 
area between the Tarnak and Dori Rivers where approximately 60,000 acres of 
land can be irrigated. Most of this area is now under private ownership and about 
20,000 acres are being partially irrigated from the Arghandab River or Kareoses. 
In general, these soils are rather deep but quite salty and will require drainage 
before they can be irrigated satisfactorily. 

The proposed powerplant will ultimately include four 4,000 kilovolt-ampere 
enerators Gamed By four 4,500-horsepower turbines using a 115-foot net head. 
wo of these generators are now being designed, and it is planned to have the 

equipment installed, the foundation set for the second 2 generators, and the 22- 
mile transmission line to Kandahar completed by the end of 1955. The esti- 
mated cost of this work is $2,500,000. 

A contract for the completion of the land development under the Boghra 
Canal system, involving about 60,000 acres, will be signed as soon as the target 
estimates have been completed. This will include laterals, main farm ditches, 
structures, surface drains, and roads. MKA will try to get the amount of on- 
project road work reduced under the new contract as it is one of the most expensive 
construction items under the present land-development program. The first 
land-development contract, which included 16,000 acres, had the road network 
plan made up by the Helmand Valley exploitation department and appears to 
include an excessive amount of on-project roadways. 

Under the Helmand Valley development survey, MKA engineers are making 
monthly boat trips downriver from Girishk to study present water utilization 
and to make river stage recordings. These will be continued throughout the re- 
mainder of the water year so that the water-utilization information will be ready 
next year for use during the Kajakai water-storage period. The river water- 
storage recordings will be continued indefinitely. 
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An agronomist, Charles Swett, and an agricultural drainage engineer, Melvin 
Cox, have been added to the MKA staff for the Helmand Valley development 
survey. This will not be sufficient staff to complete the agricultural phase of the 
Helmand Valley survey in time to keep the construction planning on schedule. 
MKA must build up their staff with competent technicians as soon as possible if 
they are to keep the operations planning progressing satisfactorily. They will 
have to employ an agronomist-soilsman with sound irrigated agriculture experi- 
ence as the senior agronomist to determine the irrigable areas, the soils surveys 
to be made, and the crop adaptability of the soils. He will also need the assist- 
ance of several soils surveyors to carry on the detailed surveys needed for the 
drainage and irrigation construction planning. An irrigation engineer to direct 
the irrigation and drainage layouts would also be helpful. Mr. T. Y. Johnston 
is initiating a request to MKA’s San Francisco office for the agronomist-soilsman 
and will requisition the soils surveyors as soon as the agronomist has determined 
the number necessary. The irrigation engineering position is also under con- 
sideration. 

It has been found that a number of Mr. F. O. Young’s soil surveys were only 
of a preliminary nature and that it is now necessary to make detailed surveys of 
these areas before irrigation and drainage layouts can be designed. Detailed soil 
surveys will also be necessary in every settlement area, so the size of the farm 
units can be established according to soil type. 

With the Boghra Canal system and the Arghandab and Kajakai Dams being 
practically completed by the end of 1952, it is very important that the agricultural 
planning be done as rapidly as possible. The construction schedule to maintain 
uninterrupted operations are pushing the engineering planning and the engineering 
planning is dependent upon the agricultural planning, so the latter becomes the 
control for all operations. During the past few months, the MKA engineering 
organization has been able to add a number of new engineers to its staff, and it 
should be able to keep up with the engineering planning if the staff can be main- 
tained in Afghanistan. The present bottleneck is the agricultural planning. 

MKA has initiated a new training program for the Army, through a request 
by the King, and 100 noncommissioned officers and privates have beeen moved 
into their operations. The men will be payrolled through MKA on a reim- 
bursable basis but they will be fed and housed by the Army. While on the job 
they will be under the direct supervision of MKA and will work on a rotation 
basis in the various camps. They will be trained in construction operations, 
mechanical work, office procedure, and as engineering assistants. They will be 
trained for 22 months and graded periodically on their work. If the program is 
successful, it may be continued with new men, 


LAND DEVELOPMENT ON THE BOGHRA PROJECT 


About 10,500 acres of new land have been put into cultivation under the Boghra 
Canal during the past 2 irrigational seasons; 9,000 acres are receiving their water 
from 6 canal laterals and 1,500 acres are being irrigated directly from main canal 
turnouts. 

When water was released down wasteway 44+ 617 last year, some Baluchistan 
nomads started using it on lands off the project which had been surveyed as non- 
irrigable by F. O. Youngs. This year this waste-water acreage has increased to 
what is now estimated to be approximately 2,000 acres. The area being irrigated 
consists of irregularly hanied swales between barren gravel hills which have 
accumulated enough silt through runoff deposition to be usable for farming. 
Several shallow holes were dug in this area and the soil depth justified a survey 
which was initiated to determine the extent and kinds of soil in the swales. The 
survey may show over 5,000 acres of irrigable land that had been classified as 
nonirrigable in the preliminary soils survey. It would be a simple matter to 
extend one of the present enlarged laterals into the area and Bere the acreage 
under the Boghra project. 

Of the remaining 8,500 irrigated acres, 1,000 are in the Nad-I-Ali Experiment 
Station; 1,500 are being farmed by settlers, and approximately 6,000 acres are 
farmed by Afghan lessees. 

The present Afghan settlement. program on the Boghra project is somewhat 
indefinite, and it is being interpreted differently by the several Government 
offices with which it was discussed. In general, it is the same plan as was given in 
detail in Mr. Kohler’s report of March 19, 1951, except it is now expected to have a 
settlement cost. of 12,000 Afghanis a farm unit as compared to 10,000 Afghanis 


anticipated last year for a 12.5 acre unit. 
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Settlement under the Boghra Canal is being administered by the Department 
of Agriculture through the Helmand Valley Agriculture Exploitation Department. 
Noor Mohammed is president of this organization, but at this time he is away 
on sick leave, so the operations are under the direction of Acting President Asalam 
Khan. He reported the following information: 


SD 00 IR NE iike.. bnctinseeddink «cae keke oretiar families _ 125 


Settlers on project awaiting land allocations... _.__..________.. 00s 4x 375 
rein euie dati ITs aia in takl> GRRE thu 40s dla Fetes aban OO isa aici 500 
Applications on file in Kabul for farm units (approximate)____________ 15, 000 
Farm unit sizes for first 500 farms._......... 0.0.2 -..c.e00, oe acres_. 10-17 
Farm unit sizes for remainder farm units.__________.__..._.___ 00.6 sui 7.5 
Number of villages to be under construction by end of 1952___..._.____ 6 
Number of villages to be built on Boghra project______- ~ 9d weird tack 13-15 
Number home units to be completed by end of 1952, 4 home units to a 
OUD R ss chen nate nti cigs wwll..  do AP Reeal aban dad dateat Shadi 2, 000 
Number home units to be completed by 1953________.._._._.....___.. 14, 000 


Asalam Khan stated the reduction in farm size for the remaining farm units 
was brought about because of the large number of applications that have been 
made for the land. This is an arbitrary figure that will have to be given careful 
consideration by the Helmand Valley Commission. The first 500 settlers are 
practically all nomads; many who have sold their surplus camels and donkeys 
moved into the new villages and apparently settled down. A major portion of 
the remaining 1,500 applications are from nonland owning farm and village 
people from eastern, central, and southern Afghanistan. New farm-unit applica- 
tions are serviced through the Ministry of Interior to the Department oF Agri- 
culture with apparently a large amount of delay. Asalam Khan stated his 
organization hoped that the land now being cropped by lessees can be turned 
over to 375 waiting settlers some time this year. 

The actual settlement plan for the Boghra lands has a somewhat indeterminate 
status at the moment. he new Helmand River Valley Commission will have to 
establish a plan based on the new land-development program, the availability of 
settlement funds and settlers, supplies, and housing facilities. 

MKA’s first land-development contract for 16,000 acres in the vicinity of 
Nad-I-Ali will be completed by the middle of July 1952. The second contract 
for 60,000 acres is a waiting target estimate and should be signed within 2 months. 
This contract will complete the land development under the Boghra and Marja 
Canals and should be completed by 1955. 

The Boghra Canal system is planned to irrigate 150,000 acres of land under 
the present surveys and this acreage will be increased by the amount of acreage 
that can be brought under cultivation in the previously mentioned nonirrigable 
waste water areas. Under the original plan, 57,700 acres of river bottom lands 
will be irrigated by the Shamalan branch canal where a large portion of the 
acreage has been farmed for years. Fifteen thousand and three hundred acres of 
previously irrigated lands lie under the main Boghra Canal between the diversion 
dam and the Shamalan bifurcation structure which leaves 77,000 acres of new 
land under the Boghra and East Marja Canal. In addition to the land-develop- 
mest work on the 77,000 acres, some drainage and heavy land leveling will be 
required on both the Shamalan lands and the land between the diversion and the 
bifurcation works before all this acreage can be farmed satisfactorily. 

MKA is now determining whether the West Marja Canal should be constructed 
or if that area should be left as a natural protective wasteway area. This acreage 
is located at the west end of the main Boghra Canal, and although it includes a 
small amount of Marja soils, it has a bad sand blow hazard and would have a 
high canal and farmland maintenance cost. It may prove desirable to let this 
area go undeveloped and use the water elsewhere where the annual operation and 
maintenance costs will be less. 


ADMINISTRATION OF THE HELMAND VALLEY OPERATIONS 


The administration of the Afghan Government’s operations in the Helmand 
Valley has, to date, been done on an unorganized departmental basis and in an 
inefficient manner. As pointed out in Mr. Kohler’s report in 1951, and by the 
American Ambassador and the head of the UNTAM to Afghanistan, if this work 
is to be done efficiently, it is necessary to have all Government agricultural develop- 
ment operations in the Helmand Valley carried out under the jurisdiction of a 
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central office. Such an organization should control the agricuitural construction, 
settlement, and development work through to completion. 

On March 3, 1952, the American Embassy reported the Afghan Government 
had established a commission for the development of the Helmand Valley, one of 
a group of commissions set up to guide the country’s economic planning. 

This commission, referred to as the Helmand Valley Commission, in Mr. 
Kohler’s letter to the Prime Minister, was made up of a group of ministers who 
were to propose general and to approve specific plans for the development of the 
Helmand Valley. Specific plans were to be made by a working committee 
headed by Mohammed Kabir Ludin, and the plans would be routed through the 
commission to a secretariat from where they would go to a supreme council which 
was actually the Cabinet. The supreme council would evaluate plans from ali 
commissions in making their recommendations for appropriations. 

At the time the Export-Import Bank mission had their first discussion with 
Ali Mohammed, the Minister of Foreign Affairs, they were told that. the Govern- 
ment was about to announce a Helmand Valley operations organization. Several 
weeks previous to this, Ludin had spent. several days in Kandahar questioning 
MKA officials about their work with the inference that he was again becoming 
very much interested in the Helmand Valley operations. 

After the arrival of the Export-Import Bank group in Afghanistan, the Govern- 
ment was pressed for action on the matter as they felt the administration of the 
Helmand Valley operations had to be brought to action while the group was still 
there. During the third week of the Export-Import Bank group’s visit, the 
Government announced unofficially that a new group had been organized to 
administer the Helmand Valley operations. Ludin was designated as the head 
administrative officer with a group or commission made up of nine working 
assistants. Although this group did not have an official name, it was constantly 
referred to as the Helmand Valley Commission, and the group of Ministers that 
had been called the Commission for the Development of the Helmand Valley 
were now referred to as a Cabinet Committee. Since no public announcement 
was made of the organization before the Export-Import Bank group left, the 
proper names for the various parts of the organization and the actual personnel 
for the new positions cannot be definitely stated. 


DEVELOPMENT PROGRAM FOR HELMAND RIVER VALLEY 


The agricultural developments directly associated with the utilization of the 
storage waters from the Kajakai and Arghandab Reservoirs are of primary im- 
portance at this time. This portion of the total development program has been 
explained in detail in the attached letter to the Prime Minister and will involve 
a total cost of approximately $60 million, of which about $50 million would be in 
United States money. These are very approximate estimates and should merely 
be considered of a general nature until field surveys have been completed. The 
estimates cover the construction necessary if the storage waters are to be utilized 
completely. An immediate benefit will be available to much of the presently 
farmed acreage through the water control resulting from the water storage. The 
new construction proposed is to make the water available to additional new 
lands, to drain or do other development work on presently farmed lands so they 
can give maximum production, to rebuild existing irrigation systems that are 
either inoperative or not operating satisfactorily, and for interproject roads for 
farm to market use. 

The Afghan Government stated that it was giving the Helmand River Valley 
operations first priority in its development spending program. How rapidly it 
will be able to carry on this phase of the program has not yet been determined, 
but the Prime Minister stated that Afghanistan’s money has been invested in this 
storage water and the return on the investment can only come through the total 
utilization of these waters. Even though this portion of the Helmand River 
Valley development program will require years for completion, agricultural indus- 
tries can be started as soon as satisfactory cropping programs have been established. 

The Helmand River Valley development survey now underway by MKA 
is to include consideration of industrial and other developments that will be 
associated with the valley’s agricultural program. In addition to this, it will have 
a mineral survey that is to include the entire Helmand River watershed. The 
survey will consider all mineral possibilities regardless of whether the minerals will 
be used directly in the agricultural program, 
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OPERATION AND DEVELOPMENT PROBLEMS 


The development problems mentioned in Mr. Kohler’s May 19 letter to the 
Prime Minister were in the most part discussed with the various Ministers in 
1951, and again brought to their attention in 1952. In addition to this, they were 
discussed with Ludin, who will have a direct responsibility in seeing what can be 
done to cope with these matters in the Helmand Valley development program. 

Mr. Beck, the head of the UNTAM mission, had not had an opportunity to 
discuss Ludin’s assignment with the Government before the Export-Import 
Bank group left Kabul, and Mr. William J. Hayes, the new TCA country director, 
had not arrived at Kabul to discuss TCA’s place in the Helmand Valley. It will 
not be known specifically how these organizations will fit into the new Helmand 
Valley organization until after their representatives have talked with the Prime 
Minister and with Ludin. However, the Cabinet Ministers and Ludin stated 
explicitly that they needed and wanted all the technical assistance they can get 
from TCA and UNTAM. 

There is a serious problem of timing facing the MKA operations which ma 
become critical by fall. All major construction on the three Export-Import Ban 
projects will be finished by the beginning of 1953 and a general tapering off of 
operations will start around the middle of July 1952. Unless other projects can 
be started to absorb the overhead and organizational setup, it may be necessary 
to make some personnel reductions. This would be serious in that it is difficult 
for MKA to get and keep competent personnel in the engineering, construction, 
and administration fields. 

When the Export-Import Bank made their original loan to Afghanistan, most 
of the engineering work had been done on the approved projects. Now engineering 
work is just being initiated on a number of the projects that should be under 
construction before the end of 1952. The cost-construction schedule attached to 
the report is a timing proposal of such projects as suggested by MKA that would 
keep their organization functioning on a continuing basis. Making up project 
propossls and then having them considered by the bank will be time consuming 
and the only new construction outlets possible during this period will be off- 
contract work. As contracts have not been signed for the 60,000-acre land- 
development program or for the Arghandab power construction, these will have 
to be completed in the near future as a first priority for the engineering staffs. 
There is much survey and investigation work to be done before an accurate 
estimate can be made of the benefits that will occur from the Helmand Valley 
development program. 

An aerial survey is included in MKA’s Helmand Valley development survey 
plan. This has been under negotiation with American and European aerial 
survey contractors for a number of months, but even the best estimates would 
have required several years for the making of the contour maps from the photos 
and at a cost much higher than the original MKA estimates. Within the past 
few weeks, MKA made arrangements for a representative of an associate com- 
pany of Himalayan Airways to come to Kandahar to discuss a plan for maki 
only the aerial surveys. This would have to be done before the latter part 
June, which will be the end of the summer flying season. The representative 
had been unable to get a visa to come to eee but this was arranged in 
Kabul before the Export-Import Bank group left there. If such a contract 
can be made, the photographic plane will come from Calcutta, the aviation gaso- 
line will be furnished by the company, the initial developing will be done in the 
MKA laboratory at Kandahar, and aerial photographs will be ready for soils 
surveying and mosaics within a relatively short time. Contour maps can then 
be made by ground surveys on the photographs as they are needed in the surveys. 


REQUEST FOR ADDITIONAL LOANS FROM THE EXPORT-IMPORT BANK 


At the time the present Export-Import Bank loan was made to Afghanistan, 
the Afghan Government agreed that they would furnish all costs above the 
$21 million necessary to complete the 2 dams and the Boghra irrigation system 
and they would also pay for all land development costs. When Kohler visited 
Afghanistan in 1951, the Government told him that it would not be possible for 
them to pay all the dollar-development costs and they would need financial as- 
sistance for completing the project. During the latter part of 1951, several 
overtures for financial assistance were made to the American Embassy at Kabul. 

Previous to the Export-Import Bank group’s arrival in Afghanistan, MKA 
presented a project cost-construction schedule to the Afghan Government which 
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included part of the Helmand Valley development program in addition to some 

ojects outside the Helmand Valley, such as an airport, a Government workshop, 

and a cement plant This was not set up as 9 Helmand River Valley develop- 

ent program; it was a combination of some of the Helmand River Valley work 

and other projects that had been requested by the Afghan Government. This 

4 ay have been misunderstood by the Afghan Government for previous to receiv- 

ing the complete development plan for the Helmand Valley, the Afghan Govern- 

ment indicated they wished to borrow the dollar costs for these projects, which 

amounted to approximately $26 million After they received the construction 

program and rough-cost estimates for the development work necessary to utilize 

the Kajakai and Arghandab storage waters, they were somewhat appalled at 

numbers, the size, and the estimated costs of the projects. Then they notified 

the bank representatives that they would make no specific requests for loan to the 

Export-Import Bank until after they had the opportunity to give full considera- 

tion to the various parts of the new Helmand Valley program and also for MKA 

to give them more detailed cost estimates and a better idea of the returns that 

would result from these expenditures. Indications were that they would initiate 

a request to Export-Import Bank in about a month. However, it will not be 

possible for MKA to make up the necessary project proposals for the first projects 

by that time. MKA cabled their San Francisco office for an estimator to assist 

in working up the loan applications, but it will take almost a month to get him 

f on the job in Afghanistan. MKA also anticipates requesting a check estimate 

3 by some consulting engineering firm for all target estimates on engineering con- 
struction jobs that are to be presented to Export-Import Bank. 

The Kabul-Kandahar Road is among the Helmand Valley development proj- 

This 320-mile roadway is the route to Kabul for the traffic from South 


<1 lle, tabla tai 9 


fin steanehlle 


ects, 

} and West Afghanistan, which includes the Helmand River Valley. It is now used 

¢ for the movement of wool, wood, Afghan-manufactured products, and other 

i freight to Kandahar and for the movement of fruit, wheat and import products 

i from Chaman to Kabul. Approximately 100 trucks a day move over the road 

| 2 at this time of year carrying both freight and passengers, MKA has established 
i 3 a 24-hour control station at Kandahar for a traffic check and is also making up a 

3 projected traffic load to fit the Helmand Valley development program. 

4 The Government has not determined what type of road they want to construct, 
but in general it appears that a minimum all-weather road would have the follow- 
ing specifications: 

1. Reshaping the road to a shoulder to shoulder width of 24 feet. 
2. Surfacing width 20 feet. 
6- to 8-inch base course. 

; 3- to 4-inch surface course. 

4 3. Practically no changes in alinement and little additional fill, 

i 1. Lower all joies. 

; 5. The only bridges will be over permanent streams. 

6. Stream bed crossings on intermittent streams. 
F 7. Additional culverts. 
2 M KA’s windshield survey estimates are a total cost of $8,900,000 with 6,800,000 


This estimate looks high, and TCA has indicated they would make 


in dollars, 
This survey should 


4 from $25,000 to $30,000 available to MKA for a road survey. 
be started as soon as possible regardless whether the road is financed with or 
Should the bank approve a Kabul-Kanda- 


‘ without Export-Import Bank funds. 

e har Road loan, it should require that the agreement include a maintenance pro- 
3 gram established by MKA, the cost of equipment necessary for the maintenance 
5 operations, and the Afghan Government’s assurance that it will continue the 
j maintenance program after MKA has trained the maintenance crews. 
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Tus Export-Import BANK of Wasuinaton, D. ¢ 


Kandahar, Afahanistan, May 1, 1952. 
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H. R. H. Sarpar Suan Manmoop RaAN GHazt, 
The Prime MINIsTeR of AFGHANISTAN, 
Kabul, Afghanistan. 

Your Hieuness: Irrigation operations and program planning in the Helmand 
River Valley ' have progressed to the stage where it is now possible to anticipate a 
general agricultural plan for the area. Construction on the Arghandab, Boghra, 
and Kajakai projects is progressing satisfactorily. Settlement has started on the 


ae 


! Helmand River Valley includes the Arghandab area. 
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Boghra lands and a development survey is under way for the entire Helmand 
watershed. 

The Export-Import Bank is vitally interested in Afghanistan’s programed 
plans for the utilization of these projects. The bank appreciates the tremendous 
potentialities in these water developments and it is also cognizant of the many 
problems which must be faced by Afghanistan before the stored waters are fully 
utilized and the irrigable soils are brought under a safe and fully productive land- 
use program. A sound agricultural program in the Helmand Valley will add 
greatly.to the welfare of the people in Ktekatistan and it will become a strong part 
of the foundation that supports the economic strength of the country. he 
developments to come in the valley will stand out as a stirring example of what a 
country can do when it has the foresight to anticipate and then progressively 
carry out a long-term program for the utilization of its natural resources. 

From observations made of the progress on these projects during the past 14 
months, there appears to be a number of factors and conditions which are affecting 
or which will ultimately affect the development of the Government’s operations in 
the Helmand River Valley. Some of these have been discussed with your 
ministers, but it seems that if they were presented in writing they would be helpful 
for future discussions between your ministers and representatives of the Export- 
Import Bank. 


ADMINISTRATION OF HELMAND VALLEY OPERATIONS 


The Governmental development work going on in the Helmand River Valley 
at this time and that to come in the future will necessarily involve the depart- 
mental operations of several of the ministries. The works performed by the 
various ministries are interrelated and are to a degree dependent upon each other. 
Since the contributions of all the ministries are pointed to the same objective, the 
efficient utilization of their efforts in the Helmand Valley can only be brought 
about through a single administrative control. 

The general plan now under consideration by your Government for establishing 
a Helmand Valley Commission in Kabul for the planning and guidance of the 
Government’s work in the Helmand Valley and then for the execution of the 
Commission’s plans through an Afghan administrative officer in the valley, seems 
to be sound. Paetiesten that the Commission would not be organized as an auton- 
omy as this would tend to segregate the Helmand Valley from the rest of 
Afghanistan. However, the Commission and the administrative officials in charge 
of the operation must have sufficient power and freedom of action so that plans 
approved by the Government for the valley could be carried out in an expeditious 
and efficient manner. 

Since the Helmand River Valley development will be built around irrigated 
lands and irrigation projects it is necessary that the Commission establish clearly 
defined regulations and procedures for the administration of the water storage, 
water deliveries, water payments and all operation and maintenance work. This 
should be done as soon as possible so new settlers will be moving onto the lands 
after the regulations are established rather than before, and older irrigation canal 
organizations will understand their water delivery requirements. 

he operation of the Kajakai and Arghandab Dams and the orderly develop- 
ment and operation of the irrigation systems directly related to these storage 
reservoirs will bring a new responsibility to Afghanistan. Trained Afghans are 
not available at this time to carry on most of this work without outside assistance 
so the successful future of these and other related projects are dependent upon 
Afghanistan’s ability to train people to take responsible charge of the adminis- 
trative, agricultural, and engineering works. Trained administrators and tech- 
nicians require experience, and it would certainly appear necessary for the Govern- 
ment to initiate a long-term training program to build toward a competent staff 
for these operations. Every effort should be made to get technically educated 
Afghans in training under the foreign experts who are to give your Government 
consultation and job operation assistance in the Helmand Valley. These men will 
be leaders in their specialized fields and their experience will be invaluable to 
Afghanistan’s training program. 

Land settlement is underway on the Boghra project and a similar operation 
will probably take place on some of the other new lands to be irrigated from the 
Arghandab and Kajakai Reservoirs. To establish a land-settlement program it is 
necessary to determine first, if the farm units are to be of a subsistence type or if 
they are to-allow the farmer an annual surplus return. Then it is nec 
determine how much production should be planned for such a farm unit and how 
large the farm unit must be to allow for the desired production. Since there is 
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a great variation in both the crop adaptability and the crop productivity of the 
various soils in the Helmand Valley the farm unit sizes should be based upon the 
soil classifications. The crop adaptability and crop production work done by 
Mr. F. O. Youngs could be used as a guide for determining the farm unit sizes on 
lands now being developed under the Boghra Canal system. Agricultural investi- 
yational work such as was carried out by Mr. Youngs in the Boghra area should 
be extended to other potentially irrigable areas as soon as possible so that a 
similar basis for farm unit size determination can be used when these lands are 
ready for settlement. 

The Government has initiated a village-construction plan in the Boghra area, 
and I presume it may consider a similar plan in some of the other areas that are 
to be irrigated for the first time by water from the Arghandab and Kajakai 
Reservoirs. Here again consideration should be given to the soils in the vicinity 
of the proposed townsites and also to the natural ground-drainage conditions. 
The boundaries between the several soils on the Boghra project are very irregular, 
and the acreage of the class I soil is relatively small. Every effort should be made 
to locate the villages on the poorer soils so as to keep a maximum of the class I 
soils free for agricultural use, even though it might require village gardens to be 
near rather than in the villages. Since the Government has complete control 
of the planning and establishment of the farm villages, they will have the oppor- 
tunity to install simple domestic water and sanitation facilities which can be 
used as models for other villages in Afghanistan. 


LAND-USE PROGRAM 


Because of a wide variation in the physical characteristics and in the produc- 
tivity of the soils under the Boghra Canal, it appears that it will be advisable to 
establish a controlled land-use program in this area. The shallow Boghra clay 
loam soils seem to have a low productivity and the experimental work done on 
these soils indicates they will have a limited crop use. If the farmers raise adapted 
crops such as shallow-rooted hay, grain, and irrigated pasture, they should, with 
a sufficient number of jiribes, be able to farm the land successfully. If they try 
to raise many of the other crops it appears the yields would be too low for satis- 
factory cropping in comparison to the returns that could be obtained from better 
adapted crops. 

On any other soils with a limited crop use such as is mentioned above, the 
Government should have some control over the land use. This will result in a 
direct benefit to both the farmers and the Government. Without such a program, 
the lands would not be producing to their maximum potentialities and the returns 
per acre could be reduced seriously from what they should be capable of doing. 
With the introduction of industrialization in the Helmand Valley in the form of 
textile plants, sugar refineries, evaporated-milk plants, etc., utilization of the 
various soils for the group of crops they are best adapted will establish and main- 
tain the best returns for both the farmer and the industrialist. 


WATER STORAGE IN KAJAKAI RESERVOIR 


Water storage will be started behind Kajakai Dam about March 1953 and during 
the storage period, Morrison-Knudsen Afghanistan, Inc., representatives will 
have control of the river flow below the dam. It will be necessary for your Gov- 
ernment to instruct Morrison-Knudsen Afghanistan, Inc., about the amount of 
water they should allow to pass down the river for use in Iran. Similarly, after 
their technicians have completed the soils surveys in the Helmand Valley, they 
will need to know how much of the Kajakai storage water should be considered 
available for use on the lands in the Helmand Valley. This is necessary because 
they must relate the water supply to the available irrigable soils so they can deter- 
mine the various potential acreages that could be brought into irrigation. 

Serious consideration should be given to the initiation of snow surveys in the 
Helmand River watershed. It requires a number of years of correlation of the 
snow-pack measurements in the watershed to the river-yield records before annual 
predictions can be made about the amount of irrigation water that will be avail- 
able for use during a season. When Kajakai waters are being utilized completely, 
the runoff predictions will be invaluable for crop and power planning. 


SUBSURFACE DRAINAGE 


When I visited Nad-I-Ali last spring the watertable in the local well had 
risen 2 meters and was within 3 meters of the ground surface. This year the 








1174 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


watertable was less than a meter from the ground surface. In a benchland area 
such as the Bohgra, the accumulation of ground water on the benchlands can also 
have a detrimental effect on the lower lying river bottom soils. 

Drainage problems can be anticipated on both the newly irrigated soils and 
the lands that have been under irrigation for many years but which will now 
receive additional water. Subsurface drains will be necessary to hold the water- 
= down and to prevent the accumulation of damaging saline and alkaline 
salts. 


FUEL 


There is a fuel problem now in the Boghra area and it will become more critical 
as the population increases with the land development. Consideration should 
be given to the introduction of quick-growing varieties of fuel trees that can be 
irrigated on the poorer soils where it is possible for them to root and in places 
where waste water can be utilized. The development of an economic fuel growing 


program in the Boghra area might result in the spread of this practice to many 
other parts of Afghanistan. 


TECHNICAL ASSISTANCE TO AGRICULTURISTS 


Many agricultural problems will arise with the settlement of people on soils 
and under-cropping conditions strange to their experience. Similar problems 
will be present in the older agricultural areas when new crops or new varieties 
are introduced. These problems can be met most advantageously through assist- 
ance given the farmers by technically trained men who will actually work with 
the farmers on their fields. 

From the cropping standpoint the assistance should be started by basing land 
use on soil capability. Then, through the use of crop rotations, fertilizers, proper 
varieties, proper cultural methods and similar practices, the farmers could be 
helped to bring their yields up toward the optimum. 

Irrigation water application assistance should be given farmers who have not 
had irrigation experience and also to experienced irrigationists who are irrigating 
new crops or soils strange to their previous farming experience. It has been 
found in the United States that even farmers who have had years of irrigation 
experience can improve the efficiency of the irrigation through guidance from 
technicians who have a thorough understanding of soil and plant reactions to 
irrigation. 

Present farm implements and tools should be studied in view of making adap- 
tations or modifications along with the possibility of the introduction of new 
types that would improve the farmers’ cultural operations. Consideration should 
also be given to the introduction of additional types of animal-drawn equipment 
and the possibility of a place for the feasible use of the simpler kinds of mechanized 
farming methods. ~ 

Irrigated pastures can have a big place in the cropping program on the shallow 
Boghra soils. Careful control of the pasture establishment and management is 
necessary if the practice is to be initiated successfully in competition with other 
crops, so close technical supervision will be required during the initiation of the 
irrigated pasture program. If the pasture utilization could be related to the 
range grazing program it could result in a definite improvement in the range cover 
conditions. 

Technical guidance in the agricultural field is a never-ending work. It should 
be tied directly to a strong agriculture experiment station program so the resulting 
experimental work will be applied directly on the farm. he experimental farms 
have a big responsibility in determining crop adaptations, variety selection, cul- 
tural practices, livestock trials and many other studies and problem applications 
that can be applied to the farmers’ efforts. 

Your Government is planning to obtain foreign experts to help with the technical 
assistance program in the Helmand Valley. Here again there is the critical need 
for a strong training program with young Afghans who will ultimately fill these 
needs in the valley. 


TENTATIVE CONSTRUCTION AND PLANNING PROJECTS IN THE HELMAND VALLEY 


With the completion of the Kajakai and Arghandab Dams, storage water will 
be made available for many jiribes of new agricultural land in both the Arghandab 
and main Helmand River Valleys. It will also assure a satisfactory water supply 
to thousands of jiribes that have had insufficient irrigation water for many years. 
The repayment of your country’s investment in the stored waters must come 
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through the use of these waters for irrigation and power. Old irrigation systems 
uld be rehabilitated and extended as needed and new lands should be brought 
ider development as rapidly as is feasible. 

In considering a plan for the full utilization of the water storage at Kajakai and 
Arghandab the following construction and planning operations appear to fit into 
a complete development program. 

1. The completion of the Kajakai and Arghandab Dams and the Boghra Canal 

stem.— This construction should be practically completed by the end of 1952. 

2. The irrigable area under the Boghra Canal system.—This development is 
inder way and could continue to completion in a continuous operation program. 
It will inelude: 

a) The construction of laterals, farm ditches, on project roads, surface drains, 
and necessary structures. 

bh) Subsurface drains. 

c) Village construction, including necessary domestic and sanitation installa- 


tions. 

3. The irrigable area under the Arghandab Reservoir —Approximately 170,000 
jiribes are now irrigated in the Arghandab Valley Morrison-Knudsen Afghani- 
stan, Ine., has recently made a new water use analysis for this valley, including 
the water required for the Arghandab powerplant and the analysis indicated that 
there would be water available in the Arghandab Reservoir for approximately 
130,000 jiribes of additional land. Possible irrigated lands in the Arghandab and 
Tarnak Valleys are now being investigated by Morrison-Knudsen Afghanistan, 
Ine., technicians to determine which lands will be best suited for the use of this 
water. Proposed construction here is: 

(a) Diversions and possible additions to the present canal systems; 

(b) Canal and main lateral systems on the new lands 

c) Laterals, farm ditches on project roads, surface drains and necessary struc- 
tures on the new lands; 

(d) Subsurface drains; 

(e) On project roads on lands now irrigated 

4. Seraj, Garnsel, and Chakhansur areas Surveys have not been made in 
these areas but preliminary investigations are underway. Possible work here 
would include: 

(a) Rehabilitation and extension of present irrigation systems; 

(b) Canal construction on new lands; 

c) Laterals, farm ditches on project roads, surface drains and necessary 
structures on new lands; 

(d) Subsurface drains; 

(e) Possible village construction. 

5. Interproject roads.—As the agricultural areas are developed, interproject 
roads will probably have to be improved to allow all season travel and easy access 
to Kandahar. 

6. Kandahar-Kabul Road.—This road will ultimately have to become an all- 
season road to keep pace with the developments in the Holmand Valley. 

7. Arghandab power development.—Plans are now underway for the design and 
construction of this project. 

8. Girishk power development.—The foundation for this plant is installed and 
the project can be developed as soon as the power need is justified. 

9. Development survey of the Holmand Valley.—Morrison-Knudsen Afghanistan, 
Inc., has this survey underway and when it is completed it will include a plan for 
the full utilization of the soil and water resources in the Holmand Valley 

10. Completion of Kajakai Dam for power development and installation of the 
Kajakai powerplant and transmission lines.—This development will come when 
it is justified by the power demand. 

It should be understood that surveys have not been completed for much of 
the proposed work and any cost estimates made at this time would have to be 
of a very general nature. However, to help develop an appreciation of the approxi- 
mate annual costs for such a program over a period of years, the Morrison-Knudsen 
Afghanistan, Inc., engineering staff has made up tentative construction estimates 
Mr. T. Y. Johnston and Mr. W. A. Hohlweg will have these estimates in Kabul 
on May 24. 

I would appreciate the opportunity of having representatives of your Govern- 
ment meet with Mr. Sidney Sherwood, Mr. William Gates, and myself on May 
25 or May 26 to discuss Afghanistan plans for the cevelopment of the Helmand 
Valley. Following this meeting, it would appear advisable for both groups of 
representatives to meet with Mr. Johnston and Mr. Hohlweg to discuss the cost 
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estimates for the development operations your Government will plan on carrying 
out. 

Mr. Sherwood, Mr. Gates, and I plan on leaving Kabul on May 28, but we will 
be free at any time during our stay in Kabul for consultations on Helmand 
Valley matters. If satisfactory, appointments can be arranged for meetings 
with the Government representatives. I would appreciate having Mr. Sherwood 
notified of the plans. 

Five copies of this letter are being enclosed with the original. 


K. Konter, Jr., 
Engineer, Export-Import Bank. 


[Restricted] 


Exprort-ImMport BANK OF WASHINGTON, 
Kandahar, Afghanistan, May 14, 1952. 
Mr. T. Y. JoHNSTON, 
Project Manager, Morrison-Knudsen Afghanistan, Inc., 
Kandahar, Afghanistan. 

Dear Mr. Jonnston: You have requested a clarification of Mr. H. E. Gaston’s 
letter of June 28, 1951, to Mr. H. W. Morrison regarding the use of Export-Import 
Bank funds for the extension of wasteways. You also asked about the use of 
Export-Import Bank funds for structural work on the Boghra Canal outside of 
schedules IV, V, VI, and VII. 

Mr. Gaston’s letter states, “under and over pass wasteways were necessary 
integral parts of the canal system and therefore included in the approved project 
for financing under the credit.’’ Therefore, Export-Import Bank funds can be 
used for their installation, including the construction of necessary ditches and 
structures for the distances from the canal necessary to make them function. 
However, as is pointed out in Mr. Gaston’s letter, the extension of these ditches 
beyond that point, for the prevention of damage to lower lying lands, is not neces- 
sary for protection to the main canal and such construction would be “incident 
to the lateral and wasteway system required for land development.”’ The term 
“over and under pass wasteways”’ is considered to be the protective installations 
for the prevention of runoff damage to the canal. This interpretation would also 
apply to canal wasteways necessary for the protective control of water in the 
main canal. 

The agreement between the Royal Government of Afghanistan and the Export- 
Import Bank, dated April 21, 1950, states that funds would be advanced from 
time to time for the completion of the Boghra Canal system. You have explained 
that it will be necessary to install more canal drops and turnouts than had been 
anticipated at the time the target estimate was made and you wish to know 
whether these structures can be included under bank credit. Since Export-Import 
Bank funds are being advanced for the completion of the Boghra Canal system, 
my interpretation of the answer to this question would be that whatever structures 
are necessary to make the canal function properly can be included under the bank 
credit even though the number of structures was not the same as those shown in 
the target estimate. I understand that these structures are of a type that was 
approved in the original project. 

A copy of this letter is being sent to-the Export-Import Bank in Washington 
and if my interpretation of the use of Export-[mport Bank funds for structural 
work on the Boghra Canal outside of schedules IV, V, VI, and VII is not consistent 
with the bank’s thinking, you will be so notified. 

Yours very truly, 
Karu O. Kouusr, Jr. 


Cost-ConstRucTION ScHEDULE (GENERAL PLAN PrRoposED By MKA) 
PROJECT AND PLANNING AND CONSTRUCTION DATES 


1. Area under Boghra Canal system (July 1952-July 1954): 
(a) Laterals, farm ditches, on-project roads, surface drains, and necessary 
structures. 
(b) Subsurface drains. 
(c) Village construction, including necessary water developments, elec- 
tricity, and sanitation. 
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Area under Arghandab Canal system (July 1952—July 1955) 
(a) Diversions and possible additions to present canal system. 
(b) Canal system for new lands. 
(c) Laterals, farm ditches, on-project roads, surface drains, and necessary 
structures on new lands, 
(d) Subsurface drainage. 
(e) On-project roads on lands now irrigated. 
3. Saraj, Garmsel, and Chakansur areas (January 1955 ): 
(a) Possible additions and controls on present irrigation system. 
(b) Possible canal construction on additional lands. 
(c) Laterals, farm ditches, on-project roads, surface drains, and necessary 
structures if additional lands put under cultivation. 
(d) Subsurface drainage. 
(e) Diversions and canal system. 
(f) Village construction, including necessary water developments, elec- 
tricity, and sanitation, 
4. Inter-project roads (July 1952 ). 
5. Kandahar-Kabul road (January 1953 Di, 
6. Arghandab power development (July 1952 ) 
7. Girishk power development (indefinite). 
8. Development survey of Helmand watershed (March 1952-January 1955). 
9. Completion Kajakai Dam for power development (indefinite) 
10. Kajakai power development (indefinite). 
11. Completion Kajakai and Arghandab Dam, Boghra Canal ( to December 
1953). 
Total cost approximately $60 million. United States dollar cost approximately 
$50 million. (Includes approximately $7 million Export-Import Bank funds.) 
If this work would all be completed by 1960, with the exception of the Kajakai 
power development, it would cost an average of about US$5 million a year, 
ranging from a maximum of $9 million in 1953 to $1,150,000 in 1959. This is 
proposed purely for general guidance; it is not based on detailed surveys or studies, 
or concurred in by the Afghan Government. 


Apprenpix E 


June 26, 195: 




















MEMORANDUM TO THE BoArD or Directors Re Crepitr No. 470, AFGHANISTAN. 
Request ror Use or $726,757 or Ara@nantstan LOAN FoR PROJECTS IN 
HeLMAND VALLEY 


The agreement for the loan of $21 million to Afghanistan, executed on April 21, 
1950, was made for “financing the United States dollar costs of equipment, 
materials and services required in connection with the construction of the Kajakai 
Dam and the completion of the Boghra Canal system in the Helmand River 
Valley, the construction of the Arghandab Dam in the Arghandab Valley, and, 
to the extent that any balance of the credit is not required for the completion of 
the aforesaid project, to finance the United States dollar costs of equipment, 
materials and services required in connection with such supplemental and addi- 
tional river developments and irrigation projects in the Helmand River Valley 
and in the Abehandab Valley as may be approved by Export-Import Bank. 






THE PRIME CONTRACT WORK AND SURPLUS FUNDS 





STATUS OF 








The Arghandab Dam was completed in May 1953. Kajakai Dam is complete 
with the exception of the installation of the valves in the irrigation outlets and 
some small clean-up jobs. The Boghra Canal system will require installation of 
16 checks in the Shamalan Canal and some riprap before it is completed. The 
valves at Kajakai will not be available for installation until October, and the 
work should be completed in December. The checks in the Shamalan Canal will 
be put in during the summer and fall irrigation season, and this work should also 
be completed in December. 

The San Francisco office of Morrison-Knudsen Co. of Afghanistan, the con- 
tractor under the prime contract, has been furnishing Export-Import Bank with 
a monthly budgetary control of Export-Import Bank funds since December 1952. 
These monthly reports have been showing a surplus of funds above the needs of 
the three prime contract jobs at about $1,500,000. The bank must necessarily 
rely on MKA’s estimates; however, they appear to be reasonably accurate, 
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On January 8, 1953, Export-Import Bank approved the use of up to $385,000 
for the construction of the Nad-I-Ali detention dam, the Marja dike and the sur- 
facing of the Shamalan Canal service road. These three projects were considered 
to be part of the completion of the Boghra Canal system and not as work beyond 
the intent of the prime contract. 

By letter of June 19, 1953, M. Hashim Maiwandwal, Counselor Charge d’ Affaires 
of the Afghan Embassy, presented a request to Export-Import Bank for the use of 
$726,757 of the surplus funds for five projects in the Helmand Valley. These 
projects are: 


Export-Im- 
port Bank | Total cost! 
dollars 


Project 
| 


Nad-I-Ali drainage $176, 303 $276, 038 
Lai Manda wasteway | 3, 877 6, 292 
Syphon Road crossings 31, 653 79, 645 
Helmand Valley survey 159, 710 534, 862 
Equipment overhaul 261, 473 700, 445 


633, 016 1, 709, 456 


Contractor's fee 93, 741 


726, 757 | 
' Including Afghan dollars, afghanis and rupees. 


On the same day Mr. Hakim Maiwandwal also notified the bank that an addi- 
tional $258,730 would be required under the prime contract to complete the 
Shamalan Canal, so the surplus fund total would have to be reduced by that 
amount. The status of the surplus funds would then be: 


Estimated surplus funds $1, 500, 000 


Marja dike oe nee Sees saree 

Nad-I-Ali detention dam _- ce : ic Bi 385, 000 

Shamalan road oe eee Ae fe = 

Shamalan Canal completion (prime contract) __..._._.______- 258, 730 

Funds for 5 proposed projects__. 726, 757 
1, 370, 487 

Surplus remaining 129, 513 


Since MKA’s completion cost estimates made at the San Francisco and also at 
the Kandahar offices varied by about $50,000, it was suggested that the figure of 
$1,400,000 be used as available surplus funds until the work is nearer to comple- 
tion. Included in this amount is a $250,000 incentive fee on the prime contract, 
and there is real question whether this or even a part of it will be allowed as 
incentive fee when construction is completed. These items, plus the possibility 
of the Nad-I-Ali detention dam, the Marja Dike and the Shamalan service road 
projects costing about $60,000 less than the original estimate should leave a safe 
surplus to cover any unanticipated costs. The Afghan Government contemplates 
requesting the use of the remaining surplus funds (which the chargé d’affaires 
states in his letter will not be less than $134,000) sometime this fall. 


DESCRIPTION OF PROJECTS 
Nad-I-Ali drainage 


At the time the agreement was made with Afghanistan no provision was made 
for drainage work on the Boghra Canal lands since the Afghan Government 
stated they would do the land development program with their own funds. 
F. O. Youngs, the soils man, working for MKA, reported in 1946 that because 
of the local soils conditions a drainage problem would develop after irrigation 
was started on the lands under the main Boghra Canal. Irrigation was started 
in the Nad-I-Ali project in 1950 and since then almost half of the 9,840 acres 
placed under cultivation has been abandoned due to the steadily rising water 
table and crops on 3,200 of the remaining acres are being damaged by salts and 
high ground water. 

Soils.—The soils on the Nad-I-Ali are among the poorest under the Kajakai 
Reservoir. Irrigation was started here because it was part of the largest block 
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of Government land that could be made available to nomad settlers, The local 
oils are primarily a shallow clay loam, high in salt content, overlving either 
gravelly clays or gravelly sandy clay loam, which are also quite salty, and these 
are underlain by gravel with clay or in places conglomerates. The soils have a 
slow permeability rate, and the stratification of the underlying stratified or 
cemented gravels hinders the movement of irrigation water. 

Along the toe of the hill slopes, which in places is crossed by the canal, a layer 
of mixed salt high in gypsum called ‘‘gotch’’ is found from 2 to 4 feet below the 
surface Where this layer is found in the canal excessive seepage has taken place 

Source ground water.-The sources of ground water in the Nad-I-Ali are: 

1. Irrigation: The soils have little organie matter and a low field capacity 
Irrigation must be done at frequent intervals with a resulting low efficiency, and 
an excessive amount of water is lost as ground water. Water in excess of the 
amount necessary for plant growth must also be applied to keep the salts below 
the root zone 

2. Leakage from the Boghra Canal: Seepage areas are found along the canal 
where the salt lavers were opened by the canal excavation Seepage through 
these layers has resulted in serious wet spots along the canal and into the culti 
ated fields 

3. Discharge from the 564-500 wasteway: This wasteway discharges onto 
the lower Nad-I-Ali lands, and subsurface investigations indicate it is an important 
souree of underground water for the local lands. 

1. Leakage from lateral canals: Any laterals passing through “‘gotch’’ have 
shown seepage losses. 

5. Domestie water supply: At present the only source of domestic water is 
from the irrigation canals which requires that a portion of the system must run 
water all the time. Seepage from these laterals continually adds water to the 
ground-water supply where normally, if other domestic water was available, the 
laterals could be dry at least 2 months out of the vear 

6. Rainfall: With an average of about 6 inches of rainfall a year little rainwater 
is usually added to the ground-water supply. 

Ground-water investigations.—Installation of observation wells was started on 
the project in June 1951, and 22 wells are now ready on the 18,000-acre tract \ 
constant rise in water table has been noted since that time. For example, in an 
old well at Nad-I-Ali Fort the water table was 6.35 meters below the ground 
surface in 1950 and by May 1952 it had risen to 1.57 meters below surface. In 
some areas the water table is within 0.5 meters of the ground surface. With the 
rising water table salts were brought to the ground surface by capillary movement 
and the concentrations became so strong that many acres of land had to be 
abandoned 

In addition to the observation wells a small drainage test area was started in 
1952. A ditch was dug 2 meters deep as an outlet, and several types of drainage 
were studied. Although the investigation has been underway for only 9 months, 
the results indicate that the soils can be drained. 

Proposed drainage program.—In initiating a drainage program for the Nad-I-Ali 
area, provision should be made for correcting all the major sources of water that 
are contributing to the drainage problem. The following is proposed: 

1. Irrigation: TCA extension assistance is being made available to the farmers 
to improve their cultural and irrigation water application practices. It is antici- 
pated that through the use of improved cropping practices and with more efficient 
water application it will be possible to reduce the excessive amount of irrigation 
water that finds its way into the ground water. Eventually when the salts have 
been leached out of the soil profile and removed with the drainage water it will be 
possible to reduce the amount of water now being applied for leaching 

2. Seepage from the Boghra Canal will be materially reduced by an earthen 
lining over the ‘“gotch” area. This spring several kilometers of the canal below 
Nad-I-Ali were successfully treated in this manner. 

3. Discharge of 56+500 wasteway: It is intended to deepen the Nad-I-Ali 
wasteway as a deep drain; it will no longer be used as a wasteway except in case 
of extreme emergencies. The 56+ 500 wasteway will be extended to discharge on 
wastelands beyond the Nad-I-Ali area and will be the wasteway control for this 
section of canal. 

1. Laterals having seepage through a “gotch” layer will either be earth lined 
or in some instances will be eliminated and the water carried in other laterals. 

5. Domestic water supply: Wells will be installed in the villages for domestic 
use to eliminate the necessity of running water in some of the laterals all year 


around, 
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Construction program.—It is anticipated that the following major construction 
items will be included in the control of seepage and the installation of the main 
drainage outlets and feeder drain network. 

1. Drainage system: 

(a) The Nad-I-Ali wasteway will become the main drainage outlet and will 
be excavated to 2.59 meters below the ground surface. This plus two other 
deep drains will include 21,100 lineal meters (new drain) and 482,000 cubic 
meters of excavation. 

(b) Feeder drains set 2 kilometers apart will include 42,300 lineal meters 
and 184,700 cubic meters. 

(c) Surface drains, 21,400 lineal meters. 

(d) Concrete structure (new and rebuilt), 174 cubie meters. 

(e) Preeast concrete riprap, 500 square meters. 

(f) Corrugated metal culverts, 325 lineal meters. 

2. Earth lining in Boghra Canal, 9,200 lineal meters with 2-foot thickness 
(mostly on one side of canal only). 

3. Earth lining in laterals, 2,600 lineal meters with 4-inch thickness. 

4. Relocating laterals, 1,200 meters. 

5. Domestic water, 4 wells at 4 villages, estimated depth of each, 25 feet. 

Cost of construction.—The total estimated cost is: 


TGUPOUO>EEIIIDUrE SUNN WODUIII soon ene ee ane 1224, 979 
BE nn nn ieh anen va niommbentanodnke rk 2, 035 
SOON Un ces cua cudses +. anata abatareotes ve aee eee eae Caen 79, 606 
AT i ie ete Pon So bal tan Nae ln 0 wich eh ie se ie Go mia in wee et 534, 182 
OR ae Se IIS Mui ST LL 2276, 038 


1 Includes equipment depreciation, 
2? Includes rupees and afghanis. 


Export-Import Bank funds requested, $176,303. 

Justification.—The staff committee is in full agreement with the applicant that 
the outlook for successful cultivation of the 18,000 acres of Nad-I-Ali land is 
hopeless without the introduction of a drainage system. It also seems clear that 
the initial heavy work on this system should be done by the American contractor 
if collapse of this first attempt at actual settlement of new land in the Helmand is 
to be avoided. Although a substantial amount of experimental work remains to 
be done for the design of the complete system, enough is not known so that the 
network design and the general estimates of the ultimate cost can be made. The 
initial work, which is covered in this application, is estimated to cost $276,060 in 
all currencies, and will include the ins tion of all main drains and feeder laterals 
at a cost of approximately $15 an acre. Completing the system on Afghan 
Government force account and by owner labor is estimated at an additional 
$493,000. Total cost for the 18,000 acres is thus estimated at $769,000, or $42 
per acre. Although the Nad-I-Ali land is among the poorest in the project, 
estimates of potential crop yields and farm income are considered high enough to 
justify such an expenditure. 


Lui Manda Wasteway 


The Lui Manda wasteway is a control structure for the Boghra Canal located 
at station 29+852. The wasteway can discharge 150 cubic feet per second to the 
Lui Manda Wash and is also used to deliver 15 cubic feet per second through the 
wash to the lower Babaji Canal. Any flow in excess of 15 cubic feet per second 
is passed on to the Helmand River. 

tween the canal and a point just above the Babaji Canal inlet the waste 
waters are confined to the natural Sheila Lui Manda Channel. From here on 
they make their way to the Helmand River through a number of unconfined 
channels causing inundation of cultivated lands along the way. Before Boghra 
Canal was constructed these lands were only subject to partial inundation ac the 
flood flows in the Sheila Lui Manda. They are still subject to the flood problem 
in addition to the increasing number of waste water discharges from the canal. 

Proposed wasteway.—It is proposed to construct a 1.5:1 side slope wasteway 
channel with a l-meter berm through the areas where the waste water is now 
causing damage to about 320 acres of cropland. This channel will confine the 
waters to “dines where they can again be discharged into natural channels to 
carry the water to the Helmand River. It is estimated to require 15,000 CM of 
excavation. 
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Estimated cost 
Export-Import Bank dollars... . ~~. - 15, 409 
1, 716 
7, 823 
26, 292 


Rupees....-- aie “ 2 b ta 
A feb chi « tiprk.> eminem at . wins 
Equivalent total cost, dollars__ _- 4 bia 

Including equipment depreciation 

’ Including rupees and afghanis. 

Export-Import Bank funds requested, $3,377. 

Justification.— With the frequent discharge of the wasteway partial inundation 
of the farmland will make it almost useless for cultivated agriculture. The 
expenditure of $6,292 will allow the land to be used as it was in the past when 
annual gross income ran about $85 per acre. 


Siphon crossings 

The service road along the Boghra Canal is also used as the access road between 
Ghirisk and the Boghra area. At the location of the various canal siphons 
the road passes down off the canal bank, crosses the dry wash and then returns 
to the canal bank on the other side of the wash. 

During the December to March rainy season floods have occurred that make 
these crossing impassable for as much as a day atatime. This is also the period 
when emergency conditions for the canal might occur and the time when it would 
be necessary to move equipment along these canals to meet the emergencies. The 
construction of a paved section across such a wash would allow a solid footing for 
heavy equipment and lorry traffic and would keep the road open for all except 
possibly a short period of flood peak. 

Proposed crossings.—The Sheilas Abpashack, Serud, and Lui Manda carry most 
of the surface drainage to the Helmand between canal stations 10+ 000 and 
31+800. It is proposed to put a paved section across these washes along with 
a crossing on the Sheila Basharan which is located near Chah-i-Angir 

The crossings will be made up of a reinforced concrete slab 200 milimeters thick, 
1,000 millimeters wide, having an upstream and downstream cutoff and a dropoff 
of conerete block riprap. They will range from 160 to 550 meters in length. 


Cost estimate 


38, 107 
8, 603 
37, 020 
463, 988 
279, 645 


Export-Import Bank dollars 

Afghan dollars _ _ - ape 

Rupees 

Afghanis 

Equivalent total cost, dollars ‘ 


| Includes equipment depreciation. 
2 Includes rupees and afghanis. 


Funds requested from Export-Import Bank, $31,653. 
HELMAND VALLEY SURVEY 


At the time the original Afghan project was approved by Export-Import Bank, 
engineering field investigations had been completed or were underway for the 
Arghandab Dam, the Kajakai Dam, and the main Boghra Canal system (Boghra 
and Shamalan Canals) and some reconnaissance surveys had been made on the 
soils in the Arghandab and Boghra areas. Although there would be enough 
water developed in these 2 reservoirs to irrigate about 3 times as much land as 
would be put under the Boghra system along with the acreage then being irrigated 
under the available Arghandab canals, no provision had been made for investiga- 
tion of and planning for other areas. The Afghan Government informed the 
bank that it would carry on the necessary development program for the lands to 
be irrigated by the reservoirs. 

In 1951, it was apparent that the Afghans had not made active plans for carry- 
ing on an investigational program for the other areas. It was then suggested 
that for the Afghans to appreciate and to prepare for the problems they would 
encounter when storage was completed they should initiate an investigational 
program as soon as possible. In September 1951 the Afghan Government made 
an interim agreement with MKA for an aerial survey of the valley which was 
completed in December 1952, covering 32,000 square kilometers of the valley. 
Agronomic investigations were also initiated along with soils surveys and some 
field engineering surveys in the Tarnak-Dori and Marja areas. The importance 
of the Chakhansur area then began to receive notice, especially after farmer 
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protests of water shortage became more pronounced and it was found that Iran 
was building dams on the Helmand River Channel to increase the acreage that 
would be irrigated from the Helmand River on the Iranian side of the border. 

As the investigational work progressed it became apparent that the Afghan 
Government would be unable to finance the completion of these surveys, or, in 
other words, that they would be unable to determine how best to use the storage 
they had purchased in the Kajakai and Arghandab Reservoirs. Up to April 
1953 the Afghan Government had expended nearly $600,000 for engineering and 
agricultural surveys. 

The request to the Export-Import Bank is for the use of surplus funds to 
continue the surveys retroactively from May 1, 1953, up to December 31, 1953. 
These surveys will be in 2 of the 3 categories of surveys contemplated: 

1. General surveys that will result in topographic maps where necessary, 
soils maps, agronomic recommendations, and a paper layout of either a revised 
or & new irrigation and drainage system. These will be made for the Seraj, 
Darweshan, and Chakhansur areas, all of which have been partially irrigated 
for many years. 

2. Target estimate surveys, field and office work for making target estimates 
for the seeond application to the bank. (The cost of these surveys will be paid 
out of Afghan Government funds.) 

3. Construction surveys, for the next step in the development program in the 
Arghandab, the Marja, and the Shamalan areas. It is hoped to ie enough of 
this work completed by December 1953 so that if a second loan is approved by 
the Export-Import Bank, work can be initiated with a minimum of delay. 

Included in the general surveys is an access trail from the Marja project to 
the Chakhansur. At the present time there is a very poor road from Chab-i- 
Angir to Quala Kang in the Chakhansur where the MKA survey camp is located. 
This 305-mile road is closed for days at a time during the winter and spring 
months by damage caused by runoff and because of the lack of river bridges 
over the Dor, Khash, and Khuspas. It is the only way of taking personnel, 
supplies, and equipment to the survey crews and is the only road out in ease of 
sickness or accident emergencies. 

A road has been pioneered from the Marja Canal across the Dasht-i-Marjo 
Desert which can be made into a satisfactory access trail at a cost of about 
$100,000. This cost includes grading or marking of a road across the desert, 
installing 26 double-car frame bridges across irrigation ditches, installing about 
24 culverts in irrigation ditches, placing a 90-foot bridge, with sand-filled oil 
drum for piers, across the Sheila Chark, and a small amount of gravel surfacing. 

The access trail would reduce the distance between Chah-i-Angir and Quala 
Kang to 177 miles and it has already been traversed, without bridges, in 11 hours. 
The alinement will be free from any runoff damage and can be considered an all- 
year-round road. There is little question but what it will eventually develop 
into the access road between the Chakhansur and Ghirisk. At the present time 
any freight moving in or out of the upper Chakhansur comes to the Sheila Chark 
Canal from the north by barge where it is transported south by burro or camel 
into Quala Fath and Chahar Buriak. 


Cost of surveys and access trail 


| (A OB Ee er ioe 
Equivalent 
| Dollars | Rupees Afghanis | total cost— 


| a 
| 


Surveys (excluding costs 
II ih hh hn ks Leigh cid alerted s na 1 375, 293 88, 447 
Chakhansur Trail_.._.........- ee ae 1 78, 883 31, 197 


' Including equipment depreciation and $367,906 Afghan dollars. 
? Including rupees and afghanis. 
Export-Import Bank funds requested, $159,710. 
Equipment overhaul 


As the contractual work on Kajakai Dam, Arghandab Dam, and the Boghra 
Canal system is nearing completion, most of the major construction equipment 
used for the work is in need of a major overhaul. The Helmand Valley Authority 
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is planning a long-range development plan in the valley and will require this equip- 
ment for the next work program which it hopes to start late in 1953. By repair- 
ing a portion of the equipment during the next few months it is planned to be 
ready to start construction as soon as the new program has been approved and 
set into operation Even if this particular construction program was delayed, 
the repair program is justified since, without it a major investment in equipment 

ay well be lost to Afghanistan. 

Facilities of the shops at Kandahar, Arghandab, and Kajakai will be used for 
he overhaul program. There are enough supervisory mechanics available at 

time to initiate the work immediately, but any delay in starting the work 
| require the layoff of these American and Italian supervisory mechanics. 
It is planned to overhaul the following equipment 


Equipment: Number 


D—8 tractors 1 


D—7 tractors 28 
N W-—25 shovels 2 
N W-—6 shovels 2 
N W-80—D shovels 3 
Euclid bottom dump trucks 12 
Kueclid end dump trucks 10 
Crushing unit l 
Cost estimate 
United States dollars 1642, 723 
Rupees 122, 867 
Afghanis 142, S85 
Equivalent total dollar cost 2700, 445 
Including Afghan dollars and depreciation 
Including rupees and afghanis 


| xport Import funds re que sted, $261,473. 
Of the dollar costs, $396,820 worth of parts purchased with Eximbank funds and 
$21,756 worth of parts purchased with Afghan dollars will be used in the work 
Conclusion Operations in the Helmand Valley program are rapidly nearing 
the end of the first stage of development. It is anticipated the second stage will 


be started about the end of 1953 and the Afghan Government is planning to 


ake a request to Eximbank for financial assistance with this work. During the 
interim period, operations of MKA have been greatly curtailed and their staff of 
foreign employees has been reduced almost 50 percent in 2 month The staff 


eer now can carry on the interim period program without a further reduction 
and can be the nucleus of the organization for the second stage of the Helmand 

Valle y development. If Afghanistan is unable to use the Eximbank loan surplus 
funds during the next 6 months, it will be necessary to close out all work except 
that remaining under the prime contract and confine the few available Afghan 
dollars to surveys. This would allow the surveys to continue until November and 
the remainder of the staff now working on projects that would be completed in 
July, would be surplused. 

The projects proposed in the application are of two types, construction on the 
Boghra project and surveys and equipment overhaul in preparation for the second 
stage of operations. Regardless of whether there is a second Eximbank loan the 
surveys will have to be made if the Helmand Valley is to be developed and the 
equipment will have to be overhauled before it can be used satisfactorily in future 
Helmand Valley operations 

It has taken the Afghans several years to appreciate the immensity of the 
problems created by the establishment of storage in the Arghandab and Kajakai 
reservoirs. They now fully realize they must find a way to utilize the storage they 
have purchased along with a solution to the problems of protecting the rights of 
the present farmers on irrigated farms along the river, preparing water delivery 
systems and the lands so they can settle the nomads, establishing a way of charging 
construction cost to the farmers benefiting from the storage, establishing a beneficial 
use of their portion of the storage water in anticipation of the water allocation settle- 
ment with Iran and many other problems found in a valley development program, 

The Afghan Government has found that the development of the Helmand 
Valley has become a national issue and, in an effort to combat internal criticism, 
has established the Helmand Valley Authority with responsibility for the adminis- 
tration of the valley development program. The head of the HVA is also the 
governor of that portion of the country. The program proposed in this applica- 
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tion for the use of the Export-Import Bank loan surplus funds will fill in the 
operations for the next 6 months with work that is part of the overall development 
program of the valley. 


Recommendation.—It is recommended that the Government of Afghanistan be 
authorized to use up to $726,757 of the unutilized balance of the $21 million credit 
to assist in pee the dollar costs of the following projects: the Nad-I-Ali 
drainage, the Lui Manda wasteway, Syphon Road crossings, Helmand Valley 
surveys, and equipment overhaul. 

R. W. Frencn, 

W. B. Gates, Jr. 

W. P. Homans, Jr. 
Karu O. Kou.uer, Jr. 


APPENDIX F 
DeceMBER 11, 1950. 


ENGINEERING COMMENTS RE FERROCARRIL CENTRAL DEL URUGUAY APPLICATION 
FOR FINANCING PuRCHASE OF NEw LocoMOTIVES 


The equipment to be purchased by the applicant is as follows: 
20 General Electric diesel-electric locomotives, 102 metric tons, 1,400 


porespower......-..-~<. sassy al Meee INR, 8 ain ucieS Dicks 6: Pd dew $3, 666, 000 

3 General Electric diesel-electric locomotives, 44 short tons, 400 
IINOE 3 3! iv. ce 655 came sed nt won cake one aia Se nolhe aWaly 179, 589 
Spare parts, tools, etc., for General Electric equipment. _-..___ ~~~ - 384, 555 
Subtotal from General Electric... ................_-.._.. 4, 230, 144 
3 Alco diesel-electric road switching locomotives, 120 short tons, r 
1,00) horsepeet...o5 sce dee nnd eRe seule le madog 486, 993 
Spare parts and tools for Aleo locomotives_____._._-..--..._.._-- 48, 691 
Subtotal for American Locomotive Co__..____..__.________ 535, 684 
ets Robe cis ie eae di bub ete isis dese le ws 4, 765, 828 


The amount of financing requested represents 60 percent of the total cost of the 
equipment free alongside ship New York. It amounts to $2,859,540. In award- 
ing the orders for the above locomotives to the International General Electric Co., 
the Central Railways of Uruguay prepared complete specifications to meet their 
requirements and advertised for bids. Proposals were received from 20 firms 
located in the United States, England, Germany, Italy, France, and Japan. A 
careful analysis of the proposals was made Ey the railroad company, and it was 
found that the General Electric Co.’s proposal was the most satisfactory from the 
standpoint of price and specification. rupp in Germany offered prices which 
were slightly lower than General Electric; however, their experience in the manu- 
facture of diesel-electric locomotives is quite limited and the Uruguayans had no 
desire to purchase from a company whose product had not been fully proven, 
The analysis of the requirements, as well as the procedures followed in placing 
the orders, resulted in the railroad’s ordering equipment exactly suited to their 

uirements and the prices are reasonable. 
he National Railways of Uruguay is comprised of a system of approximately 
3,000 kilometers of standard gage track extending throughout the Republic. 
The land is gentle rolling with maximum altitudes less than 1,000 feet. The 
weight of rails ranges from 65 to 80 pounds per yard with the lighter rail on the 
branch lines and the heavier rail on the trunklines of the system. An adequate 
program of track maintenance is being carried out at the present time. During 
the 5-year period ending with 1949, the railroad has applied approximately 550,000 
tons of ballast, 16,400 tons of new rail and replaced approximately 300,000 ties. 
The principal shops are located at Penarol (Montevideo) and Paysandu. These 
two shops are equipped to perform all general repairs for locomotives, coaches, 
and freight cars. he statistics showing the performance of these shops indicate 
that they are well managed and opgnted in an efficient manner, as compared to 
other Latin American railroads. he rolling stock consists of approximatel 


3,037 freight cars of all types and 150 passenger coaches. The power of the rail- 
road consists of 142 oil-fired steam locomotives having an average age of 45 years. 
The newest locomotives on the system are four which were purchased in 1928. 
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The oldest locomotives in service are 65 years old. Without going into an ex- 
amination of the individual types of locomotives, it is obvious that with increasing 
traffic, the Uruguayan railroads need to replace the major portion of their motive 
power with modern equipment. 

Some statistics indicating the efficiency of the Uruguayan railroad operation 
are extremely interesting in view of the age of the railroad’s equipment. The 
average speed of freight trains is comparable and in fact just a little higher than 
the average speed of freight trains in the United States. The number of ton 
kilometers per freight train hour on the Uruguayan system is 6,630, as compared 
to ton miles per freight train hour in the United States of 18,779. However, it 
must be borne in mind that the average trainload in Uruguay was only 
230 metric tons, whereas the average trainload in the United States in 1948 
was 1,176 tons. The average daily mileage for locomotives on the Uruguayan 
railroad was 266 kilometers or approximately 165 miles, whereas the average daily 
locomotive mileage in freight service in the United States in 1948 was about 117. 
The above figures indicate that although the traffic and the train equipment in 
Uruguay are much lighter than in the United States, the Uruguayans are doing 
an excellent job in maintaining a high percentage of availability with their 


equipment. 
Conclusion.— The railroad system, which constitutes a very essential part of 


the transportation system of the country, is apparently well managed. The 
system, due to its location, is adaptable to the application of diesel-electrie power, 
and considering the age of their locomotive power, modern power is badly needed, 

Recommendation.— In the opinion of the Engineering Division, purchase of the 
proposed diesel-electric locomotives by the Uruguayan railroads represents a 
desirable project, and it is recommended that the credit requested be approved 
provided other matters such as the legal questions which have arisen are settled 


in & manner satisfactory to the bank. 
R. L. Moorman, 


7 
Engineer. 


(The following studies, prepared by private individuals and groups, 
was ordered inserted in the appendix (see p. 1146)). 


“TowaRD A Fore1GN LENDING POoLicy IN THE NATIONAL INTEREST” 


J. N. Behrman, associate professor of international affairs, Washington and Lee 
University 


The international movement of capital was an important factor in the relatively 
rapid economic developm: >t of the North American continent during the 19th 
century. Such a movemcut once again has an important role to play, but this 
time from the North American countries to areas which are now beginning their 
own development. The major policy questions concerning international capital 
movements today arise from the problem of how to use the funds, keeping the 
interest of the lending nation in view, most effectively to accelerate economic 
development and to make allies prosperous. The two immediate objectives are 
complementary, and the United States would obtain advantage from inter- 
national investment by other countries if trade and payments were free. Since 
other nations are largely unable to provide capital for foreign investment, the 
borrowers look to the United States; and, the absence of freedom in trade and pay- 
ments means that the purposes and method of investment are often discriminatory. 
In a world setting of nationalistic policies, the United States must make certain 
that the division of advantages from its foreign investment is in its own interest. 
This approach should not preclude the realization that a free movement of capital 
would be most advantageous to both the United States and the borrowers under 
more peaceful conditions; and it may be cogently argued that, even in these times, 
a free movement is most likely to gain the greatest economic advantage for all 
and thereby strengthen and increase the number of United States allies. 


A. THE NATIONAL INTEREST 


Since national survival is dependent on the abilities of each nation, or at least 
on those of the stronger, it is necessary that all bend their efforts and policies 
toward maximizing their own welfare and power. The methods and goals 
employed by each are not necessarily antagonistic to the interests of others and in 
fact may be in harmony with the purposes of other nations. For many, strength 
is gained by adopting measures whieh look to the interests of others as well, and 
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which seek to maximize the number and power of friendly countries. Cooperative 
measures are especially important in a bipolarized world, where pressure is most 
acute at the fringes of influence of both the United States and the Soviet bloc. 
Yet it is at the fringes of the tow major spheres of influence that the identity of 
interests between the United States and the “neutral” country may be least. |t 
is necessary that the United States see clearly its own national interest and demon- 
strate effectively to potential allies the desirability of seeking jointly the broad 
purposes of economic welfare, political stability, and world peace. The co- 
operative way is difficult but nonetheless compelling. 

Looking at the economic elements of national power, the interest of the United 
States requires increasing our industrial potential; this production is dependent 
on continuing sources of raw materials, and many of these sources are abroad. 
Since it is contrary to our ideology to take these sources by force, it becomes 
necessary to assure ourselves of allies able and willing to supply the required 
materials. At the same time, these allies can be made stronger defenders both 
of their own and of our interests through economic development. Besides the 
need of allies in areas producing raw materials, the United States requires strong 
support in industrialized areas, namely Europe. Here, too, American capital 
export can play an important role. Measures should be taken which, rather than 
calling on “duty” and “responsibility” which have never moved private capital, 
establish the conditions prerequisite to an expanded volume of private lending. 

The fundamental purpose of United States foreign economic policy should be 
the attainment of economic and political allies in these particular areas. These 
objectives should be freely admitted and frankly stated. Such an acknowledg- 
ment would clear the air of any obfuscation arising from the injection of humani- 
tarian and charitable motives, which, no doubt, are present but which tend to 
cause some to believe that gratitude should be shown in return and to cause 
them to be disappointed when appreciation does not take the concrete forms 
anticipated. 

This does not mean that there is no moral basis for assistance to other countries; 
indeed there is, and the United States cannot afford to overlook it. One of the 
significant differences between the approach of the Soviet bloc and that of the 
Western nations is that the latter can and do appeal in many of their actions to 
the peoples’ conscience, while the former cannot. While it is moral to help others 
help themselves, it is also in our national interest to act morally, since we thereby 
relate ourselves to the broad moral forces which bind mankind together—forces 
stronger than fiat and fear. 

Morality does not require that our assistance be open end and unrelated to 
the return therefrom. It is quite within our national interest to gain as much 
advantage in return for our capital as we can, an advantage not always calculable 
in dollars of interest and principal returned, but one no less valuable—the strength- 
ening of those having interests in common with us. There is no more stigma 
attached to the use of financial resources to enhance the national interest (despite 
eries of “dollar diplomacy”) than to the use of any other resource or action— 
e. g., diplomacy, trade, military strategy, etc. Reprehension arises from the 
inefficient, haphazard, or unethical (and, therefore, usually unsuccessful) use of 
the resources. It behooves the United States to formulate and to pursue a policy 
eliciting the most effective use of its capital in gaining the goal of greater national 
oinenath and international power. 

The following discussion is restricted to the role of international lending in 
obtaining these broad goals. No effort is made to determine the precise volume 
of financial commitments which the United States can afford. An extensive 
study would be required of the capacity of the United States to bear the burden 
of large-scale capital transfers; none has been made since 1947 and, even then, 
inadequate attention was given to the interrelation of international financial 
and commercial policies and, in turn, their interdependence with domestic fiscal, 
monetary, and agricultural programs—aspects which must be taken fully into 
account in the formation of any overall program. The following comments pertain 
to points which are basic in the formulation of our national policy with respect 
to private international investment and public international lending, and to 
current problems bearing on the demand for and supply of capital funds over the 
world. 

B. FUNDAMENTAu PROBLEMS BEARING ON LENDING POLICY 


Two major problems, war excluded, condition the use of United States capital 
abroad in advancing the national interest: the continuing international disequilib- 
rium in balance of payments and the drive for economic development in nonindus- 
trialized areas. 





1. Interna 
The co! 
vis-a-vis t 
peen (1) 
adaptatio! 
tionary P 
— 7. 
expo 
gap in pa 
have resu 
by remov 
“These | 
effects of 
reconstru 
effects of 
doubts @ 
below. 
structurs 
Unitec 
the war, 
have act 
looking | 
bolster 
and to | 
source © 
solution 
ward ar 
all. Tt 
be facili 
2. Econ 
One ¢ 
growibs 
or neec 
their w 
given ! 
eager f 
quite s 
wealth 
ards W 
and tl 
way t¢ 
sic 
desiral 
Urbar 
of the 
forma 
Unite 
devel 
revoli 
tion ¢ 
devel 
funds 
will | 





STUDY OF EXPORT-IMPORT BANK AND WORLD BANK L187 


! 

' 
itive — 1. International disequilibrium 
nost ia The continuing imbalance in international payments, particularly of Europe 
loc, PY vis-a-vis the United States, has had many underlying causes. Among them have 
y of ™ been (1) the structural maladjustments arising out of the war and the slow 

It [9 adaptation to new patterns of production and trade, (2) the persistence of infla- 

10n- tionary pressures, only recently abated with the revival of monetary policy in 
‘oad Europe, and (3) the effects of mobilization and of fluctuating demand for major 


co- = exports of Europe’s colonial areas. Deficit countries have tried to control the 
gap in payments through the extension of domestic and external controls. These 
have resulted, in part, in a slower readjustment of the structure of production 
, by removing the broad pressures of cost and price differences among countries. 
; These same controls have been advocated as means to prevent the disturbing 
nes © effects of fluctuating volumes of trade and payments on domestic plans for 
red reconstruction and full employment and as permanent measures to combat the 
tt ' effects of a depression in the United States. A proposal for helping to ease 
he ' doubts about United States policy in event of depression is given in section D-3 
below. But the role of private investment is related to the need to accelerate 
structural adjustment and to take up the slack in domestic investment in Europe. 
United States foreign economic and political policy has been predicated, since 
al, ' the war, on the desirability of keeping Europe strong. Both parties in the Nation 
} have accepted the priority, though some members would stress the necessity of 
be ‘ looking more toward Asia. The strengthening of Asia depends, in part, on the 
*' bolstering of Europe. A strong Europe is needed to protect our eastern coast 
g § and to keep the industrial power of Kurope on our side; it is also needed as a 
; source of capital goods and other assistance to developing areas. A permanent 
Lo ' solution to the problems of internal disequilibrium and development of back- 
se ward areas requires a prosperous Europe and an expansion of trade to strengthen 
all. The mutual solution of international economic and political problems can 
be facilitated with appropriate use of United States financial resources. 
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», Economic development 

One of the most significant developments during the postwar period has been the 
growing knowledge among many peoples of the world that their poverty and squal- 
or need not continue and that techniques are available for the improvement of 
their welfare. The rapid rise of the Soviet state to preeminence and power has 
given many peoples a vision of what might be done in their land, and they are 
eager for prompt and extensive industrialization. Their desires cannot be met 
quite so readily; their own resources are limited and even a redistribution of the 
wealth of the Western World would not suffice; it would not raise living stand- 
ards without the application of appropriate social, economic, and political reforms, 
and the redistribution would so weaken the few great powers as to open the 
way to military defeat. 

Aside from the limitation of means, rapid development is not necessarily 
desirable. Rapidity leads to unstable positions both economically and politically. 
Urbanization unsettles many of the long-standing social ties (particularly those 
of the family) allowing the easy introduction by agitators of radical ideas on the 
formation of society. Yet the developing countries see the urbanization of the 
United States and Russia as means to wealth and power. If the process of 
development of either the United States or Russia is to be copied elsewhere, a 
revolution will be necessary. Economic and social mobility were at the founda- 
tion of the free-enterprise development in the United States, whereas currently 
developing countries do not, by and large, possess the social and moral system 
fundamental to mobility. A social and political evolution (if not revolution) 
will be required to copy the United States. That is, cultural patterns and the 
mores of the people are not those most appropriate to industrialization. Caste 
and class stratification are upheld by religion and society, but they impede 
industrial mobility. Conversely, the totalitarian techniques of Russia involve 
another type of revolution. That either the liberal-democratic or the servile- 
totalitarian ideology is appropriate for the rest of the world to follow is question- 
able, unless modifications in methods of implementation are found. It will take 

time to develop these new institutions of behavior suitable to employing the 
: same mechanical techniques of production. There is no assurance that demo- 
cratic, free-enterprise institutions will arise merely because of improvement in 
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economic and political activity arising out of the processes of development, they 
would probably institute authoritarian practices to control it. In such a situa- 
tion neither a free development nor an authoritarian, aristocratic one would 


lead to democracy. 


j a nation’s welfare. If those in power saw a radical, revolutionary form of 
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The process of development is long and slow even if nations are willing to adopt 
totalitarian techniques and to forego some of the freedoms of the individual that 
Western societies hold essential. Only gradually can the land reforms, tech- 
nological improvements, financial and’ business institutions be established whicti 
are necessary to repeat the developments in the more advanced countries. 

Especial care in United States policy is required in view of the facts that de- 
velopment under private enterprise is held in low esteem and that governments 
are apparently dedicated to doing the overall planning. Whether or not existing 
governments will be able to meet more efficiently the dissatisfaction of the masses 
with the existing internal distribution of power and perquisites is an open question 
They must show progress toward a solution if economic and political stability 
are to be gained, which are, in turn, prerequisites for attraction of private invest- 
ment from abroad. 

Although one cannot always argue successfully by comparison or example, the 
experience on the North American Continent is instructive in examining current 
obstacles to the development of appropriate economic and political institutions 
in the so-called backward areas. The physical and political conditions in North 
America during the 19th century were highly conducive to the mobility of men and 
capital necessary to rapid development. The existence of a land frontier which 
permitted expression of individual initiative and the presence of untapped re- 
sources on @ vast scale, contributed greatly to the growth of economic and social 
mobility. Developing countries today are not all so richly endowed; try as they 
may to industrialize, the resources of some will not permit it. The development 
of the North American Continent took place during a time of immigration; 
whereas, most of the currently developing countries are suffering from overpopula- 
tion. Their problems are different, and any improvementiin. living standards may 
be immediately absorbed through a lower death rate and an increase in population. 
The Malthusian situation in many of them must be broken rapidly if economic 
betterment is to be achieved in the interim during which a higher standard of 
living becomes operative as a check on the birth rate. The rapidity of the break- 
through depends, in large measure, on the level of education and instruction of the 
populace. In sum, the development of the United States was a growth out of a 
small area into an expanding frontier, aided by a suitably rising population; 
whereas, development in the economically backward areas of today must overcome 
the obstacle of overpopulation amid limited land frontiers. The growth must be 
intensive, coping with cultural, social, and political obstacles, rather than ex- 
tensive, which is possible only if supported by institutions compatible with the 
drive for economic exploitation. 

Such a sharp contrast is not cause for despair. Knowledge of the nature of the 
problem is itself a long step toward its solution. The problem has been shown 
to include many factors outside the economic and financial realm: The provision 
of education on a general scale, the containment of population pressure, and the 
training of technicians able to take and give instruction in industrial production. 
Without concerted attacks on these problems, the programs of development are 
likely to proceed much too slowly and in a fashion perpetuating the control of the 
country by a landed aristocracy. Several countries are moving slowly in the 
direction of solutions; for example, India is aiming at a curtailment of population, 
an increase in literacy, and a rise in technical training; others are also following 
suit. 

A new idea of government also aided in the development of mobility essential 
to economic advancement in the United States. In backward areas, govern- 
ments are frequently made up of landlords who see little personal advantage in 
voting land and social reforms, however necessary they are to increased agricul- 
tural productivity, which is a prerequisite to the removal of men from the land 
into industry. The existence, in some instances, of highly corrupt and inefficient 
governments, insisting on doing the planning, makes it difficult to conclude that 

effective programs will be readily obtained. 

Among the economic obstacles to development in so-called backward areas is 
the lack of systems of transportation, communication, irrigation, land reclamation, 
sanitation, and so forth. These basic improvements are necessary to make other 
projects profitable enough to attract foreign capital, but their completion depends 
on the utilization of the physical and financial resources of the domestic economy, 
by and large. The process of development is largely that of a country helping 
itself and gaining assistance abroad only for supplies and services not obtainable 
at home. To make foreign capital effective, domestic sources of capital must be 
tapped first; yet evidence points to an outflow of capital on private account from 
developing areas. Two of the first conditions for development are the creation 
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of institutions which can mobilize and utilize available domestic savings and the 
establishment of conditions conducive to saving on the part of the population as 
a whole (most of whom are unable to save at all, being on a subsistence level). 
Here some technical assistance could be gained from more financially advanced 
nations, but little capital would be needed for this instruction. 

In the process of the creation of a broad economic and financial base upon 
which to build further economic development, one major prejudice of the develop- 
ing countries must be taken into account. That is the widespread fear of exploita- 
tion and imperialism through the import of foreign (private or government) 
capital. The borrowing nations are afraid to become indebted yet they are afraid 
not to take the funds. For this reason, they sometimes assert that the industrial- 
ized nations are attempting to dominate and exploit them, whereas on another 
oceasion, they insist that the advanced nations have a responsibility to give 
financial aid to the less-advanced countries. Not much attention need be paid 
to the charges of imperialism or to the demands for assistance because, in practice, 
both tend to be made for home-consumption—tactics with which our own officials 
are familiar. The United States should set up the terms of its lending and help 
needy countries comply. They will no doubt understand and approve terms which 
are in our national interest but which are fair. As a part of the terms, we should 
state our predisposition in favor of the widest use of private enterprise, since that 
is the technique with which United States officials and technicians are most 
familiar. The insistence can and should extend to private investment as well as 
to business undertakings. 

These obstacles to development and the desires of the underdeveloped countries 
for rapid progress must be taken as conditions of the problem. They do not make 
it hopeless; they require caution. They call for a policy on the part of the United 
States which is designed to help those who help themselves and which disclaims 
responsibility to aid merely because a nation is poverty-stricken and/or might 
go Communist. 

C. ROLE OF PRIVATE INVESTMENT 


Early in the planning of its postwar foreign economic policy, the United States 
Government stressed the role to be played by investment of private capital abroad. 
The estimates of annual capital outflow were of the magnitude of about $2 billion, 
after the initial readjustment in economic and political affairs. The volume of 
private lending has been much less, reaching a level of $1 billion in only 1 year. 
Of primary importance to United States is a policy that will effectuate an increased 
flow of private capital to supplant intergovernmental arrangements, especially 
as Government loans and grants taper off. By way of orientation to the means 
to be sought, it must be reemphasized that private savings are invested neither 
for patriotic reasons nor in response to a call based on duty or national responsi- 
bility. Only if a venture offers profits commensurate with the risk will a private 
investor overcome the usual obstacles of foreign investment. Where these 
obstacles are imposing and uncertain, even a normally profitable project will not 
be pursued. The problem considered in this section is how to increase the long-run 
participation of private capital in the overall foreign lending program of the 
United States. 

1. Lending to Europe 

Several of the difficulties facing Europe can be solved, in part, by the injection 
of private investible funds from the United States. As stated earlier, the problem 
is one of structural readjustment and improvement of the doliar balance so as to 
facilitate the removal of internal and external controls. Besides the remaining 
political instability in some areas, a serious obstacle to a larger flow of foreign 
private investment into Europe is the outstanding indebtedness arising from war 
and postwar borrowing, particularly from the United States Government, the 
repayment of which may impose a burden on international payments. Govern- 
ment policy should look to the priority of claims, extending waivers when desirable. 
Further, the Government must be careful that its trade policy does not hinder 
repayment and that its efforts to sell agricultural surpluses on credit do not over- 
burden European balances of payments with debt charges. A program, discussed 
in section D-3 below, to help stabilize international trade and payments at a high 
level would go a long way toward easing this problem of repayment. 

The national interest lies in private investment taking over the function of 
filling the dollar gap as controls are removed abroad and as United States aid is 
curtailed. The interest of the individual investor lies in turning a profit, which 
can undoubtedly be done through the reequipment of European industry, expan- 
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sion of exports, and rationalization of production—objectives which have been 
delayed both because of the need for rearmament and because of the flow of 
investment from metropolitan countries to colonial areas. Private loans in the 
immediate interest of Europe may well serve the long-run objectives of the United 
States. Expansion of private investments in European metropolitan countries 
would raise their industrial potential and would release more capital funds there 
for investment in colonial areas where United States capital is now reluctant to go. 

The United States Government should consider its functions complete as far as 
lending to Europe is concerned save for the possibility of some long-term svabili- 
zation loans to accelerate the move to convertibility. Regulation of the flow of 
private investment, and efforts to direct the flow, are not needed; the problem is 
not to prevent its flow to the Soviet area or to areas sympathetic to Communism; 
private investors are reluctant enough now. What assistance the Government 
might provide through use of its own funds would be indirect, as under the exten- 
sion of loans to developing areas, which, in turn, would spend the funds in Europe. 
This should ease the latter area’s dollar balance and would facilitate the shifts 
among exports and between exports and domestic products. 


2. Lending to developing areas 


The fears of potential borrowers of foreign private capital have grown out of 
their experience, or the experience of others, with exploitative and imperialistic 
practices of the past. Despite these fears, there is increasing evidence that devel- 
oping countries are coming to realize that the encouragement of private capital 
inflow will hasten their development. Many have liberalized their laws on 
screening of investments, return of earnings and principal, control over enter- 

rises, use of foreign technicians, etc., in order to attract private investment, 

hey have a long way to go to remove all obstacles, but progress is being made. 
On the other hand, the lenders still have not provided evidence that the social 
and economic conditions of the borrowing country will be respected. That is, 
that methods and policies of the foreign government will not be interfered with 
and that established patterns of social life will not be disturbed. Whether or not 
these concessions by both sides will be sufficient to overcome the inertia surround- 
ing private savings cannot be told. There are techniques available which might 
well enhance the investors’ desire for diversity through foreign investment despite 
profitable opportunities in the United States. 

Primary among the actions which need to be taken by the borrowing countries 
is the establishment of political stability, under which the lenders feel free of the 
danger of expropriation. Expropriation has not been, in fact, a large threat 
proportionately to the outstanding volume of investment but more of a risk in 
developing countries; and silent expropriation may be a more effective deterrent 
to investment than confiscation. Social and economic legislation which makes it 
more and more difficult for the foreigner to make a profit can be an effective means 
of driving him out 6f the country with no alternative other than to leave his 
enterprise behind. An investor must know fully the terms under which he operates 
and must feel secure in the knowledge that they will not be radically changed for 
20 to 25 years. Other techniques for the attraction of private investment by 
borrowing nations have been fully presented by the investment comumnity and 
by August Maffry in his report to the State Department Agency on Foreign 
Investments. They are aimed at such problems as obstacles to the transfer of 
funds, double taxation, the risk of depreciation, and losses from domestic controls 
over prices, areas of investment, and percentage Marleen ans yne of local and foreign 
citizens in management and technical jobs. hese are mere gimmicks when 
compared with the major problem of creating mutual confidence and respect for 
contracts. 

As a guaranty of good faith and fair treatment, borrowing nations could clear 
up much of the mistrust by agreeing to codes of investment. These codes would 
substitute for the 19th century influence the investor’s government could wield 
to assure favorable treatment. But, if they were mere agreements, they would 
not be sufficient; their effect would depend greatly on the willingness and eagerness 
of the recipient government to implement the code if problems of expropriation, 
compensation, equality of treatment, and so forth, arose. The willingness of 
the borrowing countries to carry out the code provisions depends on whether 
they are clearly in their national interest, whether they attempt to force abdication 
of internal controls over fiscal policies and over the direction and volume of 
investment (as some suggested codes would do), whether they attempt to force 
free convertibility in all capital transactions, and whether they attempt to obtain 
control over the degree of local and foreign participation in management. Success- 
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ful agreements will probably have to be restricted to gaining nondiscriminatory 
treatment, to the limitation of exchange restrictions to those approved by the 
International Monetary Fund, and to compensation in case of expropriation 
These provisions may not be adequate in the eyes of some investors, but those 
demanding more would not likely invest, even with the codes, if there were any 
danger of cenfiscation remaining and/or unless they could have majority control. 
For these investors, a code would be of little value and they will probably invest 
in only the more stable areas. On their part, United States investors should 
agree that social and economic patterns in the borrowing country are to be 
observed, that citizens of the borrowing country are to be trained as technicians, 
and that reinvestment policies will be tempered by long-range considerations 
for the welfare of the developing country. It is necessary that they accept the 
philosophy that reasonable profits are more likely to insure private ownership 
and operation, in the long run, than a policy of exorbitant profits which may 
invite expropriation. Disappointment with the effect of ‘‘codes of fair treatment”’ 
will arise if they are seen as anything more than statements of intent. The 
solution rests in actions of both parties to facilitate the mutually profitable 
movement of capital. 

The fact that the United States knows much more about the efficient operation 
of free enterprise is a valid reason for it to urge the expansion of that type of 
economic pursuit abroad. On the other hand, not all developing countries are 
in a position (economically, socially, or politically) at present to open the doors 
wide to free enterprise. Freedom of enterprise requires other freedoms which 
cannot yet be extended to all citizens without worse disturbances resulting. 
Moreover, the expansion of private enterprise is contingent upon the erection 
of a broad economic base such as described in section B of this discussion. These 
non-self-liquidating projects will require considerable Government investment 
out of both domestic funds and foreign public funds. When and if foreign nations 
provide the basic elements and deem it feasible and desirable to allow an increase 
in the activity of the private sector, they will no doubt find a growth in the 
volume of private foreign investment 

Since the interest of the United States Government lies in an improvement of 
the developing countries, it should encourage institutions and methods designed 
to facilitate and expand the flow of private foreign investment. Highly desirable 
is the extension of technical assistance in the programing of development, in 
creating the broad economic base necessary to profitable private investment, in 
providing educational facilities, and in mobilizing domestic savings. The last 
is one of the major problems in financing developmental projects, and it can be 
remedied in part only through the creation of institutions for mobilizing small 
savings and for lending to small borrowers. But, despite the creation of these 
institutions, capital may still flow out of developing areas either as a consequence 
of political instability, or (even into areas with lower interest rates) because of 
high overhead costs and other factors which make small loans unprofitable for 
large-scale savers whether private or institutional. And the difficulties are 
accentuated if large loans can be made on favorable terms outside the country. 
The remedy here lies in creating economic and social conditions conducive to 
larger scale lending at home. This, in turn, requires special investments in roads, 
drainage, irrigation, flood control, transportation, and so forth, to enlarge the 
domestic market. 

Many of these projects require Government financing sinee they are unlikely 
to return an adequate profit directly even though they are essential and will bring 
economies in the production of other products. The problem of where to get the 
funds for government use is one of the most crucial. Governments are generally 
either not strong enough, or are not disposed, to impose the necessary taxes, but 
if taxation is not sufficient the projects tend to be financed through inflation. 
This results in an added burden on the lower income groups, who then do not see 
an advantage to themselves in the development process. It also gives rise to 
balance of payments difficulties, because inflation tends to increase the overall 
demand for imports, thereby requiring imposition of exchange controls, which, 
in turn, usually affect foreign investors adversely. 

The solution to these problems lies in the realm of fiscal reform, since it is a 
prerequisite to the internal financing of the basic economic services necessary to 
attract foreign capital. Technical assistance in fiscal and financial reforms is 
being provided by the international bank and the International Monetary Fund; 
several countries are making notable progress 

Once these problems are attacked, attention can be turned to private invest- 


ment. The record of the bank in promoting private capital outflow is not good, 
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as is shown by its failure to sell substantial amounts of portfolio securities to 
private investors. The bank should continue to bend every effort to expand the 
outflow of private savings both through the resale of bonds which it has purchased, 
— oe the flotation of its own debentures in the private capital markets of 
the world. 

The EIB has been hardly more successful in obtaining participation of private 
investors. Much more needs to be done in experimenting with techniques of 
joint lending projects between the two banks and private investors. 

One technique, in which much confidence was placed a few years ago, is the 
provision of investment guaranties, earlier provided under ECA and now under 
the EIB. (The international bank provides another sort of guaranty through its 
readiness to resell securities with its guaranty, and it will participate in loans 
jointly with private capital.) Experience of the EIB with this technique also 

as been disappointing, with only a fraction of the anticipated volume of private 

lending requesting the guaranties. This is explainable, in the main, by the 
unsettled conditions abroad and by the additional skepticism induced by the fact 
that a guaranty is deemed necessary. Other deterrents are: The cost of a guaranty 
is not small; information may have to be given which a firm would rather not 
divulge, difficult decisions are required in defining the scope of the guaranty (war 
risk, expropriation? old or new investments?) and in determining the use of any 
foreign funds received. Political difficulties might arise if the EIB extended 
guaranties for investments in one area and not in another; here, problems arise 
similar to those discussed below with reference to policitcal lending by the Gov- 
ernment. A final objection to the provision of guaranties is that they tend to 
relieve the pressure on borrowing governments to institute convertibility. 

A better long-run approach to the problem of nonconvertibility of earnings 
would be to eradciate the forces leading to the restriction of conversion. The 
problem is acute for countries having large amounts of bonded indebtedness. The 
need of borrowing countries to have some flexibility in their schedule of debt 
service would be met in part by the existence of equity investments. But, private 
investors are not likely to seek to make equity investments until many of the more 
fundamental obstacles, resulting in lack of mutual confidence, are removed. 
Once major steps in that direction have been taken, however, an organization such 
as the pro International Finance Corporation would be effective in helping 
individual companies (and national economies) to gain a better balance between 
bonded indetedness and equity capital. 

In the early technical discussions of the International Bank (1943-44), a repre- 
sentative of the Securities and Exchange Commission proposed that the bank 
should make equity investments. The suggestion was not adopted, but it is 
becoming more and more apparent that an expansion of equity investment is 
desirable in accelerating economic development abroad. Equity investment is 
the mechanism of risk taking, and it is in the field of risk bearing that the most 
active forees of development lie. Besides the desire to gain flexibility in debt 
service, potential borrowing countries are seeking to encourage equity capital, 
especially if they ean do so without permitting control to shift to the foreign 
investor. Foreign investors, on the other hand, are skeptical of putting their 
capital under the control of those who might not have appropriate managerial or 
technical skills. 

An International Finance Corporation would go a long way toward meeting 
these conflicting demands by employing internationally donated funds and draw- 
ing on an international supply of technicians. It would lend on equity without 
taking direct control, and it could assist the enterprise in obtaining efficient 
management and technicians. The success of the plan would help to expand pri- 
vate equity capital since there would probably be a ready market for profitable 
securities out of its portfolio. 

Another current limitation on the volume of international lending would be 
removed if the IFC did not require a guaranty by the borrower’s government. 
Doubts were expressed by some technical experts during the early discussions on 
the international bank as to the efficacy of requiring a government guaranty, 
the fear being that the requirement would deter many individual enterprises 
from applying for a loan because of possible government intervention. This fear 
has been shown to be justified; also, governments themselves have been reluctant 
to offer guarantees for fear of facing charges of favoritism. Extension of loans on 
nonguaranteed bonds and equity securities would tend to alleviate this bottle- 
neck. This action would not prevent the agency from reselling these securities 
with its own guaranty if deemed necessary or desirable. 

The provision of equity investment by the IFC would also make some projects 
safer, and this would attract private equity capital as well as loan capital. hat 
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is, some requests have to be rejected by the international bank because of inade- 
quate equity financing; if the equity funds were available, the bank would be able 
to consider the better-balanced pas more favorably. The volume of private 
equity funds could be increased by joint undertakings of the IFC and private 
consortiums. These consortiums, in turn, might be formed of domestic and 
foreign investors. American investors would have more confidence in the finan- 
cial structure of the enterprise if the IFC has provided the initial equity capital, 
and foreign investors would be attracted both because of the investment and 
because they are more fully acquainted with the opportunities. 


D. ROLE OF PUBLIC LENDING 


Governmental lending, however much in the national interest, cannot be fully 
justified from considerations of the interest return; if they could, private funds 
should be relied on. Through broad economic objectives may justify the lending, 
other reasons are equally significant, and they condition the institutional setup 
out of which the loans should be extended. 


1. Extra-economic nature of public lending 

Government-to-government lending is, by its very nature, bound by extra 
economic considerations. Although the United States postwar programs of 
loans and grants were carried out largely for the purpose of obtaining adherence 
to its international economic program of multilateral, nondiscriminatory, trade 
and payments over the world, they were also closely related to the effort to secure 
effective allies in the conflict with communism. Any new program of public 
lending would be directed at much the same goals, as well as that of obtaining 
adequate supplies of strategic raw materials. 

Given this orientation, what criteria should be applied to public lending? 
As far as the attainment of the United States international program is concerned, 
the United States Government should restrict its lending to those nations which 
show the greatest ability and willingness to pursue, in the shortest time, policies 
of multilateralism ir trade and convertibility in exchanges (presuming, of course, 
that such a program is desired for the United States itself and is reflected in its 
own policies). Unless some criteria of effective use of the funds are worked out, 
extension of loans may end up as an “operation rathole.”’ 

The extension of essential loans would also give the United States some influence 
on the pattern of development abroad, i. e., encouragement of agriculture and 
raw materials production as compared with inefficient pursuits such as public 
buildings, memorials, coliseums, etc. In addition, whereas the international 
bank lends on the basis of feasible projects, the United States would be able 
to assist a desirable program even though the particular project requiring foreign 
financing would not be profitable if taken separately. 

An important purpose for public lending is the expansion of sources of supply 
of strategic materials needed for the mobilization program and those in critical 
supply in the United States due to the continued high levels of economic activity. 
The executive branch had, by the end of 1950, apparently decided that Govern- 
ment assistance should be extended for this purpose rather than pay the prices 
required to obtain an expansion of production in particular countries. And the 
present administration seems to consider this objective of paramount importance 
among FOA’s purposes. One reason for the decision to lend was that the devel- 
opment of raw material supplies is not necessarily the kind of development 
desired by the producing countries, and the funds had to be directed where the 
United States wanted them. But the extension of such assistance raises several 
problems. 

One of the more important questions to be decided is that of which particular 
areas should receive loans or aid. With reference to countries which are able 
to, but do not currently, produce much of these goods and have small international 
reserves, the decision to extend assistance may be an easy one to reach. More 
difficult will be the case of those areas which are already producing substantial 
qualities and are accumulating thereby some reserves of foreign exchange which 
could be used in the further development of strategic materials production. 
Though it would be tempting to conclude that in the latter cases no assistance 
should be provided, the fact will have to be faced that these nations may prefer 
to use these earnings to diversify their economies or to increase their consumption 
rather than to expand the production of materials the future markets for which 
they view with misgivings. Also, they may regard themselves as discriminated 
against if aid is not extended to them while it is being provided to others. Other 
questions remain: in cases where the United States does extend aid, should it 
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press for prior purchase rights on subsequent production? and on what basis 
should prices be determined? 

In view of the above problems, and in the light of the known desires of develop- 
ing areas to improve themselves quickly and to diversify their economies, and in 
view of their inisgivings as to the future purchasing power of the dollars earned, 
it must be anticipated that many of them will wholeheartedly support a critical 
materials development program only if they are confident that they will be per- 
mitted to use their current earnings to purchase desired capital and consumer 
goods from the highly industrialized economies. If export controls, employed 
for mobilization purposes, prevent such purchases, the underdeveloped areas may 
press harder for domestic production of the desired manufactured goods. Suci 
action would have two undesirable effects; it would divert resources from the 
production of materials needed by the western nations, and in the longer run, 
it would almost certainly lead to high import barriers to protect the new industries. 
This possibility means that the United States, despite the great demands on its 
output from the domestic mobilization prograin and the rearmament needs of 
Western Europe, must provide assurances that she will permit the export of the 
wanted goods and/or that United States policy toward Europe should look to 
facilitating the latter’s production and export of the goods desired in the develop- 
ing areas. 

Encouragement by the United States of the development of productive ca- 
pacity which may prove excessive in the longer run (after the emergency mobili- 
zation period is over) raises the.question of future American responsibility for 
correcting the resulting distortion in the foreign economies, If such responsibility 
is accepted, should it be discharged by a continuation of stockpiling and/or by a 
program, during the current period, of technical and capital assistance to diversify 
their economies, and after the mobilization period, assistance to redirect resources 
out of strategic materials production? In carrying out the redirection of pro- 
duction, should products be encouraged which will compete with United States 
or European goods? There are no ready answers, but the solution depends upon 
the future structure and pattern of trade and upon United States policy concern- 
ing imports, stockpiling, international agreements on pricing of basic raw ma- 
terials, and domestic agriculture policy. 

Since the decision has been made to extend aid for production of strategic 
materials, it is worth while considering whether it would be more effectively done 
on @ grant or on a loan basis. It may be argued that loans are particularly 
appropriate in encouraging such production since they may be repaid directly in 
materials, Such loans, however, are subject to the objection that if not repaid 
in full during the period of extensive demand in the United States, they may 
present crucial problems of repayment in a postemergency period when the com- 
modities are no longer in such great demand. The objection could be met by 
the United States agreeing to take full payment in commodities which would be 
stockpiled. Another objection to loans arises from the possibility that foreign 
governments, using their strong bargaining position in raw materials, may simply 
be unwilling to accept the burden of loan charges. From the United States point 
of view, grants have the advantage of permitting the imposition of conditions 
not only with respect to the immediate use of the funds, but also with respect to 
other policies and activities of the recipient government, which would be designed 
to increase the effectiveness of the assistance. On the other hand, there is strong 
opposition to grants at home, and the attaching of conditions would encourage 
fears of intervention unless the reforms and policies asked coincided with those 
which certain groups would like to take, but which they are unable to institute 
without help. Also, as with loans, the negotiating power of the giver ceases with 
the transfer of funds. No means of insisting on compliance would be at hand 
unless disbursals were made over a period of time in accordance with accomplish- 
ments of the recipient. 

Apart from the support of the international economic program of the United 
States and of its mobilization drive, lending can be effective, under certain cir- 
cumstances, in gaining political allies. There is a delicate shading between lend- 
ing to cement friendships and lending to proselyte or to advance imperialistic 
motives. The United States Government must make it crystal clear that it is 
not asking for more than the foreign ccuntry, if able, would do of its own volition 
and that the loan is made as an implement of, not an inducement to, friendly 
cooperation. This attitude would give support to those who are willing to in- 
stitute the necessary reforms, but who do not have the technical or financial 
means ot carry them out. It also reduces the possibility of blackmail whereby 
a foreign government emphasizes the threat of communism and the likelihood of 
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internal subversion if aid is not forthcoming, putting a premium on the continu- 
ation of unrest. . 

Each of these purposes makes it imperative that the United States Govern- 
ment, in formulating its policy of public lending, set forth the terms upon which 
it will consider applications for funds, and the broad criteria prerequisite for 
successful applications. The actual terms of lending would have to be most 
lenient. ‘To avoid the possibility of charging double usury—particularly with 
reference to the adoption of an economic program or to an increase in strategic 
materials production, even though these programs might in the end redound to 
the advantage of the borrower indirectly if not directly (through the strengthen- 
ing of the Western World, in which it would find the protector of its independence 
and welfare)—a policy of lending without interest, but requiring repayment of 
principal, should be inaugurated. This policy would meet the objections that a 
joan is too burdensome but that a grant allows the recipient to be lax in its use. 
If principal repayments should prove to be too burdensome on the borrower's 
balance of payments during periods of stress, despite exceptional efforts at effi- 
cient use of its resources, the repayment could be waived for a time in order to 
prevent a default. But, over the long run, effective use is more likely to be made 
of the funds if the recipient knows that repayment (on however lenient terms) is 
necessary either in materials or from earnings which the loan made possible im 
other segments of the economy. 


Institutional arrangements 

The implementation of the above public lending policy must rest with a United 
States agency; it cannot be given over to an international institution, which by 
its very nature is supposed to be nonnational in outlook. There is a definite 
place for international action, as though the World Bank, and its operations should 
be continued very much as they have been. There is also a place for government- 
to-government lending with a view to improving the economic and political rela- 
tions of allies. There are two agencies in existence which could be considered 
for the latter undertaking: the Export-Import Bank and the Foreign Operations 
Administration. If, as some have suggested, the EIB is restricted to medium 
terms credits under its earlier terms of reference, the FOA could be employed. 
But it is my opinion that the FOA is largely dedicated to the use of Government 
funds for development at so rapid a rate as to be highly uneconomic, and inad- 
visable, from the long-run point of view, creating more problems (and raising 
more expectations) than it fulfills. Recent information is to the effect that funds 
for economic development are being closely integrated with military aid, and 
that assistance is being aimed at obtaining short-run gains, rather than following 
the longer-run idea of development with technical assistance, as originally ap- 
proved by Congress under the Act for International Development. The use of 
aid for purposes of impact may be legitimate in some few instances, but it is not 
an appropriate policy for continuing financial relations. 

It is evident that all our assistance must be aimed at increasing United States 
wealth and power, but that purpose does not require, in all cases, emphasis on 
either the military or the strategic-materials aspects of economic development. 
The mere increase in welfare and stability in backward areas is consonant with 
American national interest, and emphasis on mobilization and anti-Soviet trade 
policies may cause potential borrowers to shy away and go it alone. Some- 
times it is within our national interest to identify our assistance (financial and 
technical) with their national interest, since we thereby gain more willing allies. 
The placing of the responsibility in the hands of the EIB, which is a long-standing 
agency, and which has the reputation for sound dealing in the fields of both eco- 
nomic and political lending, would tend to head off demands for loans because of 
political unrest abroad and would facilitate the setting of general conditions 
under which the loans would be extended. The removal of the EIB from the 
field covered by the World Bank would eliminate competition which has arisen 
between them, with the EIB taking up only where the bank would not go if 
deemed in the national interest of the United States (e. g., credits to economies 
such as Turkey’s and Egypt’s which are oriented toward the West and which 
have shown a willingness to make requisite reforms, but which are, as yet, unsound 
risks for profit capital). 


3. Countercyclical public lending 


The problem of international disequilibrium (and its perpetuation through the 
continuation of direct internal and external controls in some countries and efforts 
at rapid development in others) is closely tied with anticipations of future diffi- 
culties in balances of payments due to fluctuating levels of income and employ- 


, 








1196 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


ment in the United States. The problem of instability of earnings of foreign 
exchange a raw-material-producing nations is closely related to the same 
henomenon. All Western nations fear the results of a United States depression. 

uch was made of such a possibility immediately after the war; since it has not 
occurred, policies regarding the eventuality have faded into the background. 
Policies aimed at reducing the impact of such an event on other countries have 
been given close consideration by foreign governments, however, and are given 
new life with every intimation of relaxation of the mobilization drive or a reces- 
sion in United States economic activity. It is by no means evident that the 
United States is due for a depression, but even a recession is of great consequence 
for the balances of payments of other countries because of the magnitude of 
their reliance on the United States market. 

Foreign countries could be readily assured of immunity from the adverse impact 
of a recession in the United States if a policy were enunciated here of standing 
ready to make up the difference in any dollar gap abroad when due to a significant 
fall in income in the United States. The criteria for selection among potential 
borrowers would necessarily be that of a large dollar deficit; they coul equally 
include emphasis on efforts to move toward or retain nondiscriminatory practices 
or to accelerate development programs. Without some such policy, the United 
States cannot expect other countries to follow its lead into multilateralism, espe- 
cially when their reserves of gold and dollars are inadequate to serve as a cushion 
against a drop in United States demand for their exports. 

A policy of countercyclical lending would integrate easily with policies on 
private and public lending as suggested above. It would offset the adverse 
effects of private capital movements, which usually tend to expand during a 
United States boom and to dry up during a depression, accentuating the sp of 
the disease. Repayments to the United States should be coordinated with the 
cycle also, awaiting an increase in United States imports consonant with its 
prosperity. The continuing program of public lending to developing countries 
would provide a ready source of borrowers in the event of depression in the United 
States; i. e., a shelf of foreign public works which would have been generally 
approved beforehand. It would also increase the opportunities for private 
foreign investment during prosperity in the United States by accelerating the 
establishment of the broad economic base necessary to make some projects 
profitable. Countercyclical lending also could be appropriately tied to commodity 
stabilization plans so as to provide a special cushion to developing countries 
currently depending on large exports of a few staple commodities. 

If carried out effectively, the plan would go a long way to convincing developing 
countries and the “planning” nations of Europe that they could afford to release 
themselves from bilateral and controlled programs and embrace freer enterprise 
and larger amounts of foreign private investment without jeopardy to domestic 
levels of employment and income or to their international balance of payments. 

The proposal is not a substitute for proper domestic measures aimed at stabiliz- 
ing United States economic activity at high levels. Domestic monetary and 
fiscal policies are more appropriate since they can be readily directed at the 
most disturbed areas and since domestic public works raise the national welfare 
faster than foreign public works. But, since development abroad is desirable 
from the United Btates national interest and the economic costs are small during 
a depression, the technique should certainly be made available. 

The success of this policy would be shown by a small volume of counter- 
cyclical loans. That is, appropriate policies for maintaining high levels of 
economic activity in the United States would eliminate the need for using the 
above scheme, though it would stand as a guaranty of international economic 
responsibility on the part of the United States in maintaining the conditions 
necessary to worldwide adoption of multilateralism in trade and payments. 


E. CONCLUSIONS AND OUTLOOK 


The broad picture of United States policy for foreign lending proposed herein 
is that the Government take the responsibility itself, through the EIB, for assuring 
the foreign nations, which are largely reliant on it for economic and political 
leadership, that it will assume its responsibility through sharing the burden as 
equitably as possible without becoming a rich uncle. At the same time it asserts 
that those joining in the common cause of independence and general welfare 
must shoulder their share of the burden, looking to the United States only when 
they have done, or have shown themselves willing to do, their as fully as 


possible. This part of the policy would be supplied through the RIB’s assuming 
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the role of making political-economic loans in the national interest and providing 
an outflow of countercyclical capital exports when a depression in the United 
States puts pressure on international payments. 

Once this underlying assurance is given, the role of the World Bank would be 
made easier. It could go about its functions of providing capital for projects 
deemed economic but not sufficiently profitable for private investors, and of 
expanding the flow of private capital by direct borrowing and by resale of its 
bonds. 

30th of these parts of the overall policy would be foundations for the expansion 
of private investment, which must take over the long-run responsibility. Dupli- 
cation would be avoided and each part would supplement the other. 

Such a policy does not mean, however, that there would be no problems remain- 
ing. Obviously there would still remain the general problems of commercial 
and financial policy and those arising from the impact of mobilization and the 
later period of slackening off. Further the policies proposed here would result 
in additional problems over the long run. A large outflow of United States 
capital funds over an extended period of time would eventually require a new 
import policy in line with its credit or position. Also, the demand abroad for 
capital goods would increase the volume of durable goods production, adding 
new burdens to domestic stabilization policies. The large investments in these 
facilities at home would be endangered later on when the development abroad 
reduced the need of United States capital goods or shifted the demand to other 
commodities and when the developing nations began competing in third markets. 
History shows that, while trade of a nation assisting others to develop does 
not necessarily decrease, it is rechanneled in direction and its composition changes. 
The United States cannot, therefore, adopt a policy of lending abroad only for 
projects or programs not aimed at increasing the output of products competitive 
with its own. Development will inevitably bring competition and the need to 
adjust patterns of production and trade in the United States. Efforts to prevent 
the required adjustments will be contrary to the national interest, despite the 
hardships imposed on particular companies or industries. But, the adjustments 
will be made easier by the fact that rising living standards abroad will tend to 
increase the total volume of trade. The extent to which the United States 
promotes mobility and flexibility, thereby easing the impacts of foreign develop- 
ment on certain sectors in its own economy will measure in part its determination 
to assume a role of international leadership. This leadership carries with it many 
duties and responsibilities, not the least of which is the use of physical and financial! 
resources in aiding those who help themselves. This responsibiiity, if properly 
assumed, lies in its own self-interest; that is, in finding for itself and for others 
better ways of cooperating for peace. 


{Council for Technological Advancement, Chicago, Lll., No. 17, December 31, 1953] 
UNITED STATES INTERNATIONAL TRADkL POLICY 


Recognizing the importance of a sound economic policy on foreign trade to the 
technological advancement and economic progress of the United States, the 
Council for Technological Advancement has made a major study of this subject 
throughout the year now drawing to a close. The CTA capital goods foreign 
trade committee presents herein the CTA conclusions and recommendations. 

The CTA report has been submitted to the Commission on Foreign Economic 
Policy (popularly known as the Randall Commission), and the Citizens Advisory 
Committee (Ingersoll committee) of the Senate Committee on Banking and 
Currency (Capehart committee). Each of these groups had previously: requested 
CTA to submit its views. 

The summarizing conclusions and recommendations are presented first. The 
detailed discussion and statistical analvsis which follow will be found to contain 
many facts of current significance to manufacturers, investors, and students of 


foreign trade. 
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Noble B. Clark, sales manager, machine tool division, The Warner & Swasey Co. 
Cleveland, Ohio i ; 

Paul Dietz, manager, export department, general machinery division, Allis- 
Chalmers Manufacturing Co., Milwaukee, Wis. 

Perey L. Douglas, vice president, Otis Elevator Co., New York, N. Y. 

B. T. Eagerton, vice president, export division, Nordberg Manufacturing Co., 
Milwaukee, Wis. 

J. H. Fulford, president, The Jeffrey Manufacturing Co., Columbus, Ohio 

E. Blakeney Gleason, president and treasurer, Gleason Works, Rochester, N. Y. 

Heman Greenwood, international division, Carrier Corp., New York, N. Y. 

J. D. Hitch, executive vice president, The Dorr Co., Stamford, Conn. 

= W. Howe, Jr., president, Crompton & Knowles Loom Works, Worcester, 
JVLass. 

Ralph 8. Howe, executive vice president, The New Britain Machine Co., New 
Britain, Conn. 

Ray P. Johnson, chairman, foreign licensing and patent committees, Borg-Warner 
Corp., Chicago, II. 

A. H. Jones, vice president, Gardner-Denver Co., New York, N. Y. 

G. L. Langreth, vice president, finance, Blaw-Knox Co., Pittsburgh, Pa. 

Joseph E. Layton, director of foreign operations, International Harvester Co., 
Chicago, Ill. 

Freas M. Long, director of foreign sales, Gisholt Machine Co., Madison, Wis. 

R. W. Newberry, vice president, Bucyrus-Erie Co., South Milwaukee, Wis. 

8. North, president and general manager, Union Special Machine Co., Chicago, 
ll 


M. C. Pollock, president, Cooper-Bessemer International Corp., New York, N. Y. 

Frank M. Ryan, vice president, Norton Behr-Manning Overseas, Inc., Worcester, 
Mass. 

Newton P. Selover, general manager, export operations, Manning, Maxwell & 
Moore, Inc., New York, N. Y. 

J. L. Truslow, vice president, Saco-Lowell Shops, Boston, Mass. 

A. Leo West, treasurer, Clearing Machine Corp., Chicago, III. 

S. R. Williams, vice president, Worthington Corp., Harrison, N. J. 

William J. Kelly, chairman 

Alexander Konkle, executive vice chairmaa 

Walter Krause, research economist 


Part I. ConcLUSIONS AND RECOMMENDATIONS 
I. TARIFFS 


The greatest degree of free trade which may be souridly achieved is an economic 
goal in the self-interest of the United States in view of our creditor position in 
world trade and in order to provide large and growing foreign markets for the 
products of American producers. 

The record of the United States in reducing its tariff levels during the past two 
decades is impressive. There is no positive method of ascertaining the restrictive- 
ness of the tariffs still remaining, but they probably do not constitute trade barriers 
of the proportions frequently pictured. It also appears highly doubtful whether 
their complete removal would suffice in and of itself to achieve a balancing of 
international accounts beteeen this country and the rest of the world. Never- 
theless, the existing tariff structure of the United States should be carefully studied 
with a view toward selective revisions in existing rates. Selective treatment in 
effecting tariff revisions is essential in view of the differing characteristics of 
various industries, their varying degrees of adaptability, and the varying degrees 
of national dependency upon them. 

There are industries and companies in the United States which, in consequence 
of tariff reductions already experienced during the past 20 years, and in conse- 
quence of the great rise in wage costs in this country during the same period, 
already have reached or already are beyond the point of active competition with 
foreign companies selling in the United States domestic market. In the case of 
some of these industries or companies, selective tariff inereases, rather than 
reductions, may be found necessary, either because the product must continue 
to be produced or the productive.facilities must continue to exist within the 
United States for defense security reasons or because, in addition, the production 
of the product within the United States also is deemed essential to this country’s 
technological superiority. In this connection, the contribution to the strength 
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and security of the United States of dynamic growth in the capital goods industries 
must be recognized. 

Some United States tariffs now in effect are not required or intended for revenue 
and do not now provide protection for American producers. Such tariffs can 
and should be removed unilaterally by this country in order that foreign producers 
may be further encouraged to compete in these fields. 

Some United States tariffs at present shelter domestic markets for American 
producers of nondefense products. Such tariffs should be carefully examined 
with a view toward their gradual reduction and possible eventual elimination, 

, order that free trade and competition may be made effective. Care should be 
exercised in making such adjustments in orde: to avoid inflicting sudden and severe 
hardships upon either industry or labor during a period long enough to allow 
United States producers to complete an orderly, gradual transition. 

In formulating a new tariff policy, the basic approach to tariff reductions, and 
tne means of implementing such reductions, should be carefully reexamined and 
reevaluated in the light of postwar developments and likely long-run trends. The 
principle of reciprocal tariff reductions, embodying the most-favored-nation 
clause, is no longer an adequate means by which the United States may effect 
tariff reductions. The United States should adopt a unilateral approach to 
tariff reductions, assuming the leadership toward freer trade insofar as is econom- 
ically justified and is in the national interest, thereby encouraging other nations 
to abandon the special arrangements and unsound restrictions which have arisen 
and spread during recent years. 

The principle of making tariff reductions nonapplicable under particular cir- 
cumstances, as has been the case through the inclusion of escape clauses in this 
country’s trade agreements, is economically unsound. Tariff revisions should be 
selective, and they should be made only after careful study and after hearings 
open to the affected industries or companies. Once, however, it has been decided 
that a particular tariff reduction is in the national interest, and once the revision 
has actually been put into effect, the action should be given finality and perma- 
nence, and should not be made subject to an escape clause which may, and in the 
eves of foreign enterprises does, render the revision a nullity, discouraging the 
risk and investment necessary for successful foreign competition. 

There is important need to determine with finality the pattern of United States 
tariffs, and in such manner and for such period of time that doubts concerning 
future rates or revisions will not continue. These doubts, usually greatly multi- 
plied in the absence of knowledge of actual probabilities, unduly complicate the 
formulation of operating and marketing policies of American and foreign enter- 
prises. Under existing conditions, American producers are handicapped in 
planning because of an uncertain tariff policy which complicates the gaging of 
future market prospects and competition. Similarly, foreign producers and 
prospective producers are prevented by these uncertainties from effectively plan- 
ning, organizing, tooling, equipping, and producing for sale in the American 
market. A great deal of energy which should be directed to productive enter- 
prises is now spent in protestations for and appeals against tariff revisions. The 
experience of past years regarding this misdirection of human resources will be 
multiplied in the years ahead unless a high degree of finality is achieved in United 
States tariffs. In order to achieve finality in the tariff pattern, it is desirable that 
the formulation of tariff policy be placed on a permanent bipartisan basis. 


II. IMPORT QUOTAS 


Import quotas, an important number of which have been imposed by the 
United States, produce essentially the same economic effects as do tariffs and 
should be treated in the same manner as tariffs. 


Ill. BUY AMERICAN LEGISLATION 


Buy American practices are economically unsound and should be used only 
insofar as necessary to assure by purchases in the United States the continued 
existence of facilities for those types of manufacturing and servicing definitely 
essential to the national defense of this country. 


IV. CUSTOMS SIMPLIFICATION 


Continued and even more vigorous efforts should be applied in an attempt to 
streamline customs regulations until the latter do not in themselves comprise 
an impediment to trade. 
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Vv. FOREIGN INVESTMENT 


Since more of the capital needed to finance economic development can be 
enlisted from the people of the United States than from any other single source 
in the world, it is logical that steps be taken to encourage the flow of private 
investment capital from this country. The following proposals would operate 
in the direction of making available to the world some of the private-enterprise 
capital which the United States can make available, with mutually beneficial 
results: 


1. Reduce foreign risks 


In order to make the foreign investment “climate” more attractive, the United 
States Government should undertake to conclude further treaties with foreign 
countries which will clarify the rights of American investors. 


2. Taz treatment 


The United States Government should encourage private foreign investment by 
promptly making the following changes in the taxation of foreign earnings, each 
of which is recommended on grounds of equality and equity, and not for reason 
of incentive or subsidy: 

(a) Permit American corporations operating branches and agencies abroad to 
elect to treat income from these operations on the same basis as income received 
from foreign subsidiaries. 

(b) Eliminate the present ‘‘overall”’ limitations upon tax credit for foreign 
income taxes paid (as distinguished from the ‘per country” limitation) which 
restrict the credit to that proportion of the American income-tax liability which all 
foreign income bears to total income. 

(c) Eliminate the restrictive administrative interpretations on sources of income 
as applied to Western Hemisphere trade corporation operations. 

(d) Extend the Western Hemisphere trade corporation tax advantages to 
encourage operations throughout the entire world. 


3. Tariff treatment of investment goods 


The United States should explore means to impress upon other count ries, espe- 
cially upon the less-developed countries which stand in dire need of economic 
development, the economic wisdom on their part of instituting and supporting 
measures which will attract United States capital into enterprises conducive to 
sound economic development. Specifically, duty-free entry of equipment needed 
for new investment during the early years of operations should be considered by 
the less-developed countries for its incentive value. 


VI. THE EXPORT-IMPORT BANK 


The Export-Import Bank is in a position to occupy an important role in the 
foreign economic relations of the United States. To this end, the following rec- 
ommendations concerning its function and operations are offered: 

1. The Export-Import Bank has a function to perform which warrants its con- 
tinuation as an wa, Be ak agency, separate from the International Bank for 
Reconstruction and Development. 

2. The Export-Import Bank should be reestablished in its purpose and in its 
operations to carry out the function for which it was organized, and from which 
it has substantially receded, especially during 1953. 

3. The credit and insurance facilities of the Export-Import Bank should be 
made more readily and promptly accessible to United States industry, and credit 
should be extended on a basis and for periods which will place United States ex- 
ports on a competitive basis, creditwise, with those financed through the Inter- 
national Bank or foreign government credit. The Export-Import Bank should 
give greater emphasis to its insurance facilities, which will serve to make available 
in larger volume the funds of commercial banks, thereby obviating the need for 
outright lending by the bank. 

4. In event the need arises for an expansion of the lending resources of the 
Export-Import Bank, the augmentation of its resources should be accomplished 
through special financing, e. g., entry into the bond market, rather than continued 
access only to United States Treasury advances as at present. 
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VII. THE POINT 4 PROGRAM 


. 


The point 4 program should be continued as an agency for the spread of Ameri- 
can “know-how” and technology in the less-developed foreign areas, as distinct 
from an agency which finances exports of equipment and supplies. Its emphasis 
should be upon improvements in per capita productivity which serve to increase 
income and thereby promote trade. 


VIII. CURRENCY CONVERTIBILITY 


Because of the impediment to foreign trade now imposed by the exchange re- 
strictions of many countries, and because of the artificial and frequently un- 
economic rechanneling of foreign trade which exchange controls entail, it is urgent 
that measures be adopted and policies further pursued, both here and abroad, 
which will facilitate an early relaxation of existing controls and a return at the 
earliest possible time to full currency convertibility. 


IX. FOREIGN AID 


The granting of foreign aid by the United States is not a sound alternative to 
trade and should not be continued as an expedient for maintaining balance in 
nternational accounts. The willingness of the United States to continue foreign 
aid may, in fact, deter those measures which are needed in effect a genuine 
balancing of international accounts. The alternative to foreign aid is either a 
reductionlof exports or an increased volume of imports and of new foreign invest- 
ments by the United States. 


X. RELATION OF DOMESTIC FISCAL POLICY TO FOREIGN TRADE 


The volume of United States imports and foreign investments is highly sensitive 
to the level of this country’s domestic economic activity and national income. It 
is important in any United States foreign economic policy, therefore, that this 
country pursue sound domestic policies which safeguard continued domestic 
prosperity 

The measures recommended above are required in order soundly to increase 
the volume of trade and private foreign investments, and to enable foreign 
countries to pay their own way. In the success of these measures the United 
States has a large stake, not only in avoiding a contraction in its exports, but also 
n avoiding disastrous effects upon trade and economic conditions throughout 
the world. 

In summary, the three basic ingredients of a successful United States foreign 
economic policy are as follows: (1) a prosperous and expanding United States 
economy; (2) a large and growing volume of foreign trade, both in exports and 
imports; and (3) a large and growing volume of United States foreign investment. 
If the first condition prevails, the other 2 are not impossible of attainment, and if 
all 3 conditions prevail, the United States will have made an outstanding contribu- 
tion as the world’s economic leader. 


Part II. ANALYSIS AND Discussion 


The United States has an “export surplus”’ 


The United States typically exports more merchandise than it imports. While 
this has been true for the last half century, the ‘export surplus’’ has been espe- 
cially great during the past decade. Merchandise exports (adjusted) since World 
War II have run from a low of 14 percent (1950) to a high of 160 percent (1947) in 
excess of merchandise imports. In 1952 merchandise exports were 38 percent 
over like imports, and during the first half of 1953 exports were 43 percent greater 
than imports. (See table 1 and figure 1.) 


Can an “export surplus’’ be maintained? 


The only ways in which settlement may be made for United States exports as a 
whole are through (1) imports of merchandise and services, (2) receipts of gold, 
or (3) the acquisition of foreign investments. If merchandise exports exceed mer- 
chandise imports, the United States must be prepared either to accept additional 
services, gold, or foreign investments in sufficient amount to offset the excess of 
exports, or to make grants (gifts) of equivalent amount. 

There is little scope for an increase in service and gold imports of the magnitude 
needed to balance international accounts. This means that if the exports of the 
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United States are to continue in high volume, this country must be prepared to. 


do one or more of the following: (1) increase merchandise imports, (2) increase 
foreign investments, or (3) continue grants. 


During the past decade, grants from 
this country have been the basic means of offsetting the surplus of exports and of 
bringing ‘“‘balance”’ into international accounts. 


or example, during the period 
1946-52 the payments claims of the United States upon the rest of the world ex- 


ceeded the latter’s claims upon this country by some $34 billion, and during this 
period foreign aid extended by the United States totaled an approximately equival- 
ent amount. (See table 2.) 


Thus, if “trade, not aid’”’ is to become a reality, the United States must do one 
or both of the following: (1) increase its imports, or (2) undertake more foreign 
investments (private and/or public). If neither is done, and if foreign aid is cur- 
tailed, then there can only be one result: less United States exports. In order to 
maintain its exports at current levels, or to increase them, the United States must, 
find a way, therefore, to increase its imports and foreign investments. 
Several major factors are basic to the formulation of a foreign economic policy 

for the United States. These factors are examined in the following sections: 

A. Tariff restrictions. 

B. Other tarifflike restrictions. 

C. Foreign investment. 
D. Curreney convervibility. 
E. Foreign aid. 
F. Relation of domestic fiscal policy to foreign trade. 
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FIGURE 1 
The Export Surplus of the United States, 1900-1952 


BILLIONS OF DOLLARS’ 





1900 wo 1920 1930 1940 1950 


SOURCE: Statistical Abstract of the United States. 


A. TARIFF RESTRICTIONS 


The height of United States tariffs 


The United States has substantially lowered its tariffs, on the average, since the 
early 1930’s. From an all-time high of 52.8 percent under the Hawley-Smoot law 
(1930-33), the average of duties collected as a percentage of the value of all 
dutiable imports was lowered to 15.3 percent by 1947 and to 13.3 percent by 1952. 
(See table 3, p. 11.) About half of this apparent decline, however, is attribut- 
able to a rise in prices which lowered the ad valorem incidence of the specific rates 
of duty. The reduction between 1933 and 1952, if measured by applying each 
set of rates to the volume of trade in 1949, was from 25.8 percent to 13.3 percent, 
a reduction of 49 percent.! 

The current figure of 13.3 percent is an average, and does not tell the whole 
story. It is important also to examine the degree to which important volume is, 
or was, concentrated within certain rate categories. For example, of the dutiable 
imports during 1952, some 52 percent were dutiable at current ad valorem rates 
of 10 percent or less, whereas if the pre-1934 tariff rates had applied to the same 
1952 imports, only 32 percent would have been dutiable at 10 percent or less. 
Of all dutiable imports during 1952, 94 percent entered at current ad valorem rates 
of 30 percent or less; only 82 percent of the same imports would have been in this 


'U. 8. Tariff Commission, Operation of the Trade Agreements Program, Fifth Report, 1953, pp. 19-20. 
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rate bracket if subject to the rates in effect in 1945, and if subject to pre-1934 
rates, this rate bracket would have covered but 75 percent of the imports. (See 
table 4, p. 12.) Clearly, these statistics show that a larger proportion of the 
imports of the United States now enter at lower rates of duty than was the case 
earlier. While the statistics show the proportion of realized imports dutiable at 
particular rates of duty, they do not show the extent to which the existing rates 
still serve to exclude potential imports. 


TABLE 2.— The balance of payments of the United States, 1946 


> 
te 


[Billions of dollars] 


1946 1947 1948 


1949 | 1950 | 1951 | 19522 


A. Goods and services; | 
Exports *... ‘ 10.2 1 


5.1 13.1 | 12.3 10. 6 15. 5 | 15.5 
Imports ¢_. eee . —5.1 —6.1 | —7.8 —7.0 —23/-11.7| —11.3 
Services (net) 2.9 2.7 1.8 | 1,4 1.1 1.2 8 
B. Private capital movements, World Bank i 
loans, and private donations °. . —1.2 —22 —2.3 -1.6 —1.6 —1.4 —1.3 
C. Special official financing (includes military 
aid)® 7_.... 1 1 1 -.5 —.8 —1.1 ~2.5 
D. Net errors and omissions. . 2 10] 10 » 2 6 | 8 
E. Deficit of rest of the world with the Unit- | | 
ed States °._. . 7.1 10.6 6.0 5.3 3 3.1 1.5 


F. Met by compensatory official financing 
United States economic aid *_ ._. —5.5 —5.8 -5.2 5.3 3.3 —3.1 —2.5 
2. Sales of gold to United States, rise | 
of dollar reserves, and exchange 
transactions with International 
Monetary Fund... —1.6 —4.8 -.8 (*) 3.1 ® | 1.0 


' Minus signs indicate debits, 

? Preliminary. 

§ Includes military equipment shipped under aid programs (including offshore purchases). 

* Includes offshore purchases of military equipment. 

' Includes private donations, private United States direct investment, private United States bank assets, 
other private United States capital, private foreign capital, and loans by the Internatilnal Bank (IBRD). 

* Includes lend-lease and alien-property settlements, repayment of U. 8. Government long-term credits, 
U. 8. Government short-term credits (net), U. 8. Government grants, U. 8. Government long-term credits, 
short-term liabilities. 

’ The International Monetary Fund (IMF) states that, in general, the allocation of official transactions 
between “special official financing’’ (item C) and “compensatory official financing” (item F1:‘‘ United States 
economic aid’’) is as follows: military aid is classified under “‘ special official financing’' (item C), while economic 
aid is classified under ‘“‘compensatory official financing” (item F1). See IMF, Balance of Payments Year- 
book, 1950-51, 1952, p. 276. 

§ Sum of individual items may not add to total due to rounding. 

* Under $50 millions. 


Source: Report prepared by the Public Advisory Board for Mutual Security, A Trade and Tariff Policy 
in the National Interest, February 1953, p. 10; 1946-51 data has been adapted from IMF, Balance of Pay- 
ments Yearbook, 1950-51, 1952, pp. 271-280; 1952 estimates are indicated as prepared by IMF. 


TABLE 3.— Average rates of duty under United States tariff laws 


Duties col- 
lected as per- 

Year centage of 
value of duti- 
able imports 


Underwood law - .- 1913-21 27.0 
Fordney-McCumber law i 1922-29 38.5 
Hawley-Smoot law - 1930-33 52.8 
Trade-agreements law 1939 37.3 
GATT. 1947 15.3 
GATT aha ‘ 1952 | 13.3 





Source: Data 1913-47 from U.S. Tariff Commission, Operations of the Trade Agreements Program, pt.l, 
1948, p. 19; 1952 data from U.S. Tariff Commission, Operation of the Trade Agreements Program, Fifth 
Report, 1953, p. 20. 


Tariff legislation in the United States 


The present-day tariff program of the United States stems from the Trade 
Agreements Act of 1934, section 1 of which is an amendment to the Tariff Act 
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of 1930, the Hawley-Smoot law. 
two main features: 


(1) Tariffs are reduced on a bilateral, or quid pro quo basis, i. e., the United States 
will reduce its tariffs on the goods of another country if the latter agrees to also 
reduce its tariffs on some products from the United States; hence, the program is 
known as the reciprocal trade agreements program. 

(2) The tariff concessions granted to any country are automatically extended to 
every other country with whom a reciprocal trade agreement has been negotiated. 
This procedure is known as most-favored-nation treatment in its unconditiona| 
form. Since the benefits extended to any country are automatically made 
applicable to every other country with whom a trade agreement exists, the nego- 
tiation of a trade concession with one country does not result in its being favored 
over others, but rather the generalization of the concession results in all countries 
with whom trade agreements exist being given “‘equal’’ treatment. 

The reciprocal trade agreements program was renewed several times for periods 
of 2 or 3 years, and tariffs were substantially lowered under it. Beginning in 1947 
the program was broadened through the participation of the United States in the 
General Agreement on Tariffs and Trade (the GATT, or Geneva agreements), 
under which over 30 nations meet periodically to agree upon tariff concessions. 


The program developed under the 1934 law has 


TABLE 4.—United States dutiable imports for consumption in 1952: Proportion 
subject to rates of duty in effect before the trade agreements program, on Jan. 1, 1945, 
and on Jan. 1, 1953, by height-of-duty brackets 


Percentage distribution if subject to rates 
in effect: 
Rate of duty . sit a. ae 
(Percent ad valorem) | | 


Before any On Jan. 1, On Jan. 1, 
agreement | 1954 | 1953 





10.0 or less_. 

10.1 to 20.0 : 

20.1 to 30.0___- 

30.1 to 40.0... 

cat lt 
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60.1 to 70.0 

70.1 to 80.0 

08 BO Ti ncn cinn 

90.1 or more. _. 


x2 
oNw 
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Source: Adapted from U.S. Tariff Commission, Effect of Trade Agreement Concessions on United States 
Tariff Levels Based on Imports in 1952, 1953. 


In 1953 the trade agreements program again was renewed, but for only 1 year, 


ending June 12, 1954. It was under the provisions of the Trade Agreements Ex- 
tension Act of 1953 that the Commission on Foreign Economie Policy, commonly 
known as the Randall Commission, was established. The latter was charged 
with the responsibility of undertaking a study of all aspects of foreign economic 
policy as it concerns the United States and of reporting its findings to Congress 
on or before March 6, 1954, along with its recommendations for future legislation. 


The reciprocal trade agreements program: Pros and cons 
Pros: 


1. The strongest argument in behalf of the reciprocal trade agreements program 
is that the program brings lower tariffs, and this is economically desirable because 
it: (a) will increase the volume of world trade, (b) will expand the markets of the 
more efficient producers, and (c) will make for a more economic utilization of the 
resources, manpower, and productive capacity of the world and of the United 
States. 

2. A secondary argument is that if lower tariffs are economically desirable, the 
reciprocal trade agreements program constitutes a practical way in which to 
achieve this objective since it handles reductions: (a) on a one-product-at-a-time 
basis, and (b) on a bilateral, or quid pro quo, basis. 

Cons: 

1. It is asserted that the reciprocal trade agreements program is full of loopholes 
in the form of escape clauses. An escape clause included in the Trade Agree- 
ments Extension Act of 1948 reads as follows: 

“Before entering into negotiations concerning any proposed foreign agree- 
ment * * * the President shall furnish the United States Tariff Commis- 
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sion * * * with a list of all articles imported into the United States to be 
considered for possible modification of duties and other import restrictions, 
imposition of additional import restrictions, or continuance of existing customs 
or excise treatment. Upon receipt of such list the Commission shall make an 
investigation and report to the President * * * as to: (1) the limit to which such 
modification, imposition, or continuance may be extended * * * without causing 
or threatening serious injury to the domestic industry producing like or similar 
articles; and (2) if increases in duties * * * are required to avoid serious 
injury * * * the minimum increases in duties or additional import restrictions 
required.” [Italics added.] 

While the 1949 legislation which extended the program did not include an 
escape clause, the provision was nevertheless continued through issuance of an 
Executive order which required that an escape clause be incorporated in all new 
trade agreements concluded. The 1951 extension of the program, and the exten- 
sion of 1953 as well, again directly stipulated the use of escape clauses, specifically 
requiring that each new trade agreement negotiated contain such an escape 
provision. 

The essential criticism of such escape clauses is that if a tariff reduction is 
believed undesirable by anyone, that person is free to lodge a complaint with the 
Tariff Commission. The latter is charged with the responsibility of preventing 
any tariff action which causes or threatens to cause serious injury to a domestic 
enterprise. But, if a tariff reduction is to have real meaning, someone has got 
to feel it. Actually, relatively few cases arose in which the escape clause was 
invoked, which leads one to conclude that the tariff reductions of the past 5 
years entailed no really meaningful repercussions upon American producers as & 
group. 

2. A major, and all-important, criticism of the reciprocal trade agreements 
program holds that the program is wrong in principle, and that it simply fails to 
recognize the pertinent economic facts which apply in the world of today. The 
tariff reductions of the United States during the past 20 years have been negoti- 
ated on a bilateral basis, i. e., tariff reductions by the United States have been 
conditional upon tariff reductions by other nations. The assumption has been 
that if tariff reductions are good for one country they are good for all countries, 
or we are all in the same boat. This concept no longer fits reality. The United 
States is an economic giant, producing 60 percent of the world’s nationali ncome, 
and it is the undisputed industrial leader of the world. Other nations fall into 
other categories: (1) Less-developed nations which desire to develop economically 
and which have a resource potential to do so, (2) older, more developed nations 
whose resources are depleted and whose colonies are gone, etc. 

Specifically, the balance of payments of the United States shows a persistent 
surplus, while in many countries the balance of payments shows a persistent and 
chronie deficit. Accordingly, what is appropriate policy for the United States 
is not necessarily appropriate policy for everyone else. If the export surplus of 
the United States is to be dealt with, and if the deficits so common of the inter- 
national accounts of foreign countries are to be ended, the answer does not lie 
in a bilateral reduction of tariffs. The best that can be said for this procedure 
is that it will increase the total volume of trade, but it cannot correct the funda- 
mental imbalance which has plagued world trade for a long time, and especially 
since the end of World War II. 

What is needed is not a further reduction of tariffs by all countries, but a 
greater than proportional reduction by the United States, or preferably an out- 
right unilateral reduction of tariffs by this country. Such a reduction is needed 
for two reasons: (1) It would operate in the direction of correcting the funda- 
mental and deep-rooted trade maladjustments which may impede world com- 
merce, and, more important, (2) it would be sound economic policy for the United 
States to reduce its tariffs; it would help the economy of the United States, 
irrespective of what it would also do for the world economy. 


The case for further tariff reductions by the United States 

1. Lower tariffs in the United States would help correct the present imbalance 
in international accounts. The United States needs to increase its imports if 
“Trade, not aid’’ is to be more than a slogan. The present level of United States 
exports is sustained in part by foreign aid (see the item ‘‘unilateral transfers’ in 
table 1 and the items ‘economic aid” and ‘military aid,” items Fl and C, in 
table 2). Export volume can always be kept high if aid is continued in large 
enough amounts; the trick is to terminate the aid and still hold up the export 
volume. If aid is discontinued, or substantially reduced, the only two practical 
ways to ensure volume exports are: (1) more imports, and (2) more foreign invest- 
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ments. Lower tariffs, whenever possible and economically desirable, and espe- 
cially if achieved through unilateral reductions by the United States, are needed, 
therefore, to maintain this country’s exports, and to help correct the fundamentai 
imbalance which now characterizes the international accounts of nations, including 
the accounts of the United States. 

2. Freer trade is an appropriate policy for the leading industrial nation. The 
United States is today the leading industrial nation of the world. In many, if 
not most, industrial lines, the United States holds a comparative advantage, and 
the products of these industries are in widespread demand abroad. Producers 
in these lines who need to fear foreign competition are the exception rather than 
the rule; rather, what needs to be feared by all producers is a curtailment of foreign 
markets. From an overall standpoint, there is no shortage of foreign demand, 
but there is a shortage of the means to pay. When the United States fails to 
import, foreigners fail to earn the dollars which might provide an added market 
for efficient American producers. A logical way to expand foreign markets for 
the efficient producers is to increase the importation of those articles in which the 
country’s domestic industries do not hold a comparative advantage. 

3. Freer trade helps the competitively strong export industries. The more 
the United States will import, the more it will be able to export (all other things 
being equal). Therefore, the strong export industries, which have come to rely 
heavily upon foreign markets, will benefit from freer trade. This is an important 
consideration in the case of particular industries, such as the capital goods 
industries.? 

4. From an overall economic standpoint, there is little to be said for a system of 
widespread tariff protection on the part of the United States. On the many 
tariff arguments found in the arsenal of protectionist literature, all of the major 
ones, as economists have pointed out in detail many times, are grossly fallacious 
except three which have some economic validity: 

(a) Tariffs to protect “infant industries”: This is a good basis on which to 
justify tariffs in many countries, especially in some of the less-developed countries, 
and it was a good basis in the United States, say, 50 years ago, but not today. 
American industries can hardly be regarded as “infants.’’ 

(6) Tariffs for revenue: This is a good basis for a tariff in those countries whose 
revenue structures are poorly developed, but the applicability does not extend 
to the United States. United States tariffs have long been designed purely for 
protection, not revenue. In sharp contrast to the situation in many other coun- 
tries, or in the United States a century ago, less than 1 percent of total Federal 
revenue is today derived from customs receipts. 

(c) Tariffs for the protection of defense industries: On purely economic grounds, 
subsidies can do everything a tariff can in this connection, and can perhaps do it 
better. As a concession to practical policy, however, this argument has a validity 
in the case of the United States. 

In short, of the 3 economically valid tariff arguments listed, 2 clearly have no 
applicability in the United States today. The economic case for the continuation 
of tariff protection by the United States is distinctly limited; the only real prob- 
lem is to find a practical way to lower those tariffs which are no longer warranted 
on the basis of prevailing circumstances. 


The alternatives 


If so little is to be said on behalf of a protectionist United States, two further 
questions may be raised: 

(1) Since 1954 is to be a year of decision as regards tariff policy in the United 
States, what alternate courses of action are open? 

(2) If it is decided to alter tariffs, what procedure would prove practical? 

As for the alternatives under (1), three possibilities are evident: 

1. More of the same: The present program of bilateral tariff reductions (under 
the reciprocal trade agreements program and the GATT) could be continued in 
substantially unchanged form, if for no other reason than the lack of agreement 
upon a successor policy. This alternative is open to the criticism, on the one 
hand, that it would merely continue a program which, though ideally suited to an 
earlier day, has now outlived its economic usefulness. On the other hand, con- 
tinuation of the program could be justified on the economic grounds that it 
represents an alternative preferable to a return to outright protectionism. 

+ Some 11% percent of United States capital goods sales are export ens these exports —— 25 
ouncil 


poms of all nonmilitary exports from this eneny. See The Export Market for Capital Goods, 
‘or Technological Advancement, Bulletin No. 13, July 1, 1953. 
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2. Protectionism: The reciprocal trade agreements program could simply be 
allowed to lapse. This would mean a return to protectionism, since the Tariff 
Act of 1930 is still on the books. Or, some substitute approach, embodying 
protectionist provisions, could be resorted to. The latter becomes a real possi- 
bility if there is a slump, or the threat of a slump, in the economy. Historically, 
protectionist measures have tended to thrive during deflationary periods. It is a 
mistaken notion, however, to believe that import restrictions may prevent, or 
even materially soften, a recession in the United States, for one cannot exclude 
that which doesn’t arise abroad in the first place. While economists have fre- 
quently pointed out that the various economies are closely interrelated, thereby 
making it possible for business cycle repercussions to be readily transmitted inter- 
nationally, they are also in virtually complete agreement that in the present-day 
world it is the major economies (e. g., the United States) whieh lead, while it is 
the smaller economies which follow, and not vice versa. This international 
cause-and-effect relationship has given rise to a popular saying to the effect that 
when the United States catches cold, the rest of the word gets pneumonia. The 
idea that the United States can prevent, or substantially lessen, the impact of a 
recession by simply excluding imports, when such imports account for but 3 percent 
of national income, simply is not a convincing proposition, especially not when it 
is realized that a contraction of imports would be followed by a contraction of 
exports also. In any event, purely domestic measures hold far more economic 
promise for countercyclical action on the part of the United States than do pro- 
tectionist measures. 

3. Tariff alterations: The United States could undertake on its own initiative 
to modify its trade barriers, lowering tariffs whenever such action is in the 
national economic interest and is not injurious of national security. Preferably 
such action should not be on a piecemeal or isolated basis, but should constitute 
an integral part of an overall effort to stimulate economic growth and prosperity. 

If the United States undertakes to alter its tariffs from their present levels, 
the following points and procedures appear pertinent: 

1. The tariff structure of the United States should be carefully studied with a 
view toward selective revisions in existing rates. The selective approach recom- 
mends itself because of the widely differing characteristics of various industries, 
their varying degrees of adaptability, and their varying degrees of essentiality to 
the national welfare. Basically, industries fall into three distinct categories, 
each of which merits separate and distinct treatment: 

First, there are industries which, in consequence of past withdrawals of tariff 
protection, or for other reasons, already have reached or already are beyond the 
point of active competition with foreign producers selling in the United States 
domestic market. In the case of some of these industries, selective tariff increases, 
rather than decreases, may be found necessary, provided the product must con- 
tinue to be produced or the productive facilities must continue to exist within the 
United States for reasons of national security and defense, or provided, in a rel- 
tively few instances, the preservation of essential skills and technological supe- 
riority is deemed in the national interest. 

Second, some tariffs now in effect provide neither revenue nor protection, 
domestic suppliers meeting the entire domestic demand and effective foreign 
competition being nonexistent. Such tariffs have outlived their usefulness, and 
can and should be promptly lowered, or removed entirely. 

Third, some tariffs at present shelter domestic markets for American producers 
of nondefense products. Such tariffs should be carefully examined with a view 
toward their gradual reduction and possible eventual elimination in order that 
the benefits of freer world trade may accrue to the American economy. Care 
should be exercised in making such tariff revisions so as not to inflict unnecessarily 
sudden or severe hardships upon either industry or labor. While free trade is an 
economic ideal, it is not capable of being achieved overnight. The removal 
of tariff barriers must occur at a pace which will allow for orderly economic 
readjustment. 

2. The United States should reduce its tariffs on a unilateral basis, as distinct 
from reductions made in exchange for reductions by other countries. Irrespective 
of what action other nations may choose to initiate in regard to their tariffs, the 
United States should recognize its own position and act accordingly. If a tariff 
is bad, it doesn’t become any better by rationalizing that it is all right because 
someone else has one too. 

The procedure of reciprocal tariff reductions was appropriate to the depression 
era in which the approach was conceived; above all, the reciprocal approach had 
the economic virtue of unshackling world trade, allowing for an all-around expan- 
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sion of trade. But the great depression is now history, and a new approach is 
needed, What is needed today is an expanding volume of foreign trade, meaning 
both exports and imports, plus a realinement of fundamental international trading 
relationships which will give life to the principle of “‘Trade, Not Aid.”’ For the 
United States this calls for a unilateral approach to tariff reductions, not a recip- 
rocal approach. ° 

3. The practice of including an escape clause in each of the trade agreements 
concluded by this country is economically unsound and should be discontinued 
as an element in this country’s commercial policy. Tariff revisions should be 
selective, and they should be made only after careful study and after hearings 
open to the affected industries or enterprises. Once, however, it has been deter- 
mined that a particular tariff reduction is in the national interest, and once the 
revision has actually been put into effect, the action should be given finality and 
permanence, and should not be made nonapplicable under particular circum- 
stances by means of an escape clause which may, and in the eyes of actual or 
potential foreign competitors does, render the revision a nullity, discouraging the 
risk and investment necessary for successful foreign competition. 

4. The pattern of tariff rates and revisions should be een established by the 
United States, and should be given a high degree of finality, in order that doubt 
and uncertainties may be eliminated, insofar as is reasonably possible, from the 
minds of entrepreneurs, both here and abroad, who have the responsibility of 
gaging future markets and competition. Long-run planning is necessary for 
successful production, marketing, and growth. It is desirable that such planning 
be based on purely economie grounds, insofar as possible, and that it be reasonably 
free of the variable posed by an uncertain tariff policy. In order to achieve 
finality in the tariff pattern, it is desirable that the formulation of tariff policy be 
placed on a permanent bipartisan basis. 

Would a free-trade United States serve to eliminate the surplus in the balance 
of payments of the United States and the dollar shortage abroad? 

The answer appears to be ‘‘No.”’ Tariff reduction is not a panacea. Tariff 
reductions by the United States can help, but they cannot do the job alone. An 
examination of essential facts shown in table 2 will indicate why this is so. In 
the period 1946-52, the deficit of the rest of the world with the United States 
averaged about $5 billion per vear, and merchandise imports of the United States 
averaged about $8 billion per year. ihis means that if a lowering of tariffs alone 
had been relied upon to solve the balance-of-payments dilemma, United States 
imports would have had to have been some 60 percent above prevailing levels. 
It is most unlikely that the tariff structure of the United States represents a barrier 
holding out goods in such volume. Also, since a relaxation of tariffs would invite 
manufactured goods (rather than agricultural or raw-material goods which are 
not heavily dutiable now), the additional annual imports needed to balance inter- 
national accounts during the period 1946-52 would have had to have amounted 
to no less than 5 percent of the present level of United States manufacturing out- 
put (national income arising from manufacturing in the United States amounted 
to $91 billion in 1952). There is grave doubt that foreign producers are in any 
position to capture an additional market in the United States equivalent to 5 
percent of United States manufacturing output. 

Current world deficits are under the $5 billion per year cited, but that does not 
necessarily mean that the overall situation is basically improved over earlier 
years. For example: 

1. What would be the level of the deficit of the rest of the world were the 
United States to experience a slight recession, in consequence of which its imports 
would decline? (United States imports tend to fluctuate more than does national 
income.) 

2. The average deficit of the rest of the world amounted to $5 billion per year 
despite the fact that exchange control was widely used to rule out purchases from 
the United States (in order to conserve ‘‘searce” dollars). If exchange control 
were removed, i. e., if currencies were made convertible, what would be the 
magnitude of the dollar deficit of the rest of the world? Thus, there is a known 
statistical dollar shortage, and an unknown, but potential, dollar shortage now 
suppressed by widespread exchange controls. 

3. The deficit of the rest of the world with the United States is somewhat 
less at the moment, chiefly because of a combination of new circumstances, careful 
consideration of which raises the question whether the imbalance in world trade 
has undergone any substantial or basic correction: 

(a) United States military aid to foreign areas is in part providing a substitute 
for earlier economic aid. (See items C and F1 in table 2, and figure 2.) 
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United States merchandise exports have declined slightly during recent 
nths, thereby helping to narrow the foreign dollar gap. 

short, the magnitude and persistence of the imbalance in world trade would 
be minimized. It is a mistake to think that a reduction of tariffs alone can 
the job. ‘Tariff reductions can certainly help, but reliance must be placed 
yn other policies also. 


FIGURE 2 
Net Foreign Aid Extended by the United States, 1951-1953 


ECONOMIC AID YEAR MILITARY AID 


4 3 2 1 0 0 1 2 
BILLIONS OF DOLLARS BILLIONS OF DOLLARS 


SOURCE: U. 8. Department of Commerce, Survey of Current Business, October 1953, p. 15. 


B. OTHER TARIFFLIKE RESTRICTIONS 
] Import quotas 

In addition to tariffs, the United States today also employs import quotas to 
restrict imports. In a few instances the latter take the form of a tariff quota, 
but most frequently they are in the natwre of an outright embargo. These 
restrictions aré most frequently used to exclude agricultural imports, the unre- 
stricted importation of which would jeopardize the effectiveness of the domestic 
agricultural price-support program. 

From an overall economic standpoint, import quotas are subject to the same 
criticism as are tariffs, namely, they exclude imports and thereby help perpetuate 
the fundamental imbalance in world trade. In one sense, import quotas are even 
less desirable than tariffs: quotas absolutely exclude imports, whereas theoreti- 
cally tariffs still allow imports if someone is willing to pay the duty. Since quotas 
produce essentially the same economic effects as do tariffs, they should be treated 
in the same manner as tariffs. 

2. “Buy American” legislation 

The purpose of ‘‘Buy American”’ legislation is to give preference in Federa 
Government purchases to materials produced, mined, or manufactured in the 
United States. An amendment to the Treasury and Post Office Department 
Appropriati ion Act for fiscal year 1934 provides that: 

* * only such unmanufactured articles, materials, and supplies as have been 
mined or produced in the United States, and only such manufactured articles, 
materials, and supplies as have been manufactured in the United States substan- 
tially all from articles, materials, or supplies mined, produced, or manufactured 
* * * in the United States, shall be acquired for publie use.” 

Exceptions may be made when the cost of the domestic product is considered 
to be unreasonable, or when procurement from domestic sources is deemed in- 
consistent with the public interest. In interpreting ‘‘reasonableness of cost” the 
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Procurement Division of the Treasury Department has set a differential scale of 
100 percent on purchases where the foreign bid is $100 or less and a differential of 
= poet where the foreign bid exceeds $100. This differential is in addition to 
the tariff. 

The effect of this legislation has been to increase Government costs and to 
provide a special form of protection for those firms selling goods to the Govern. 
ment. ‘Buy Ame.ican” practices are economically unsound and should be used 
only insofar as necessary to assure by purchases in the United States the continued 
existence domestically of facilities for manufacturing and servicing which are 
deemed essential to the national defense. 


3. “Ships in American Bottoms’’ Legislation 


Public Resolution No. 17 (73d Cong., 1934) provides that goods acquired wit), 
funds lent by any United States agency are to be carried in American ships when 
such facilities are available. In interpreting this “rule of guidance’’ the practice 
has been to share the cargo, with a minimum of 50 percent, where possible, reserved 
for American ships. Mutual security legislation reiterated this provision, re- 
quiring that at least 50 percent of the gross tonnage of equipment, materials, or 
commodities furnished as military or economic assistance be carried in United 
States flag commercial vessels. (The U. 8. Government also grants subsidies to 
American shipbuilders and operators for construction and operating costs to put 
them on a competitive basis.) 

This legislation is tantamount to a tariff on foreign shipping services, excluding 
the use of foreign services in many instances, and thereby contributing to the 
imbalance in world trade. 


4. Customs procedure 


Labeling requirements, marks of origin, valuation procedures, and other compli- 
cating customs requirements comprise an “invisible tariff’’ which may serve to 
exclude imports. The United States undertook in the Customs Simplification 
Act of 1953 to modernize the administrative and procedural provisions of its 
customs laws, to simplify their administration, and to eliminate certain unneces- 
sary annoyances and inequities which plague both the Government and private 
parties engaged in the import and export business. The 1953 act was a compro- 
mise measure, however, and several of the more important provisions of the 
original bill, especially as regards valuation procedures, were omitted prior to 
final passage. There is need for a further streamlining of customs regulations 
until the latter do not in themselves constitute an impediment to trade. 


C, FOREIGN INVESTMENT 
The present situation 


At present, total foreign investments of the United States amount to some $37 
billion, of which $23 billion are held by private persons or groups and $14 billion 
are held by the Government. Of the private investments, some $21 billions are 
on a long-term basis, $15 billion being in direct investments and $6 billion in 
portfolio investments; the remainder of $2 billion is on a short-term basis. (See 
table 5.) The private investments are largely in Latin America and Canada, 
and in the Middle East to a lesser extent, and they are heavily concentrated in 
the petroleum industry. On the other hand, foreign investments in the United 
States total over $21 billion, over one-half the amount of the total of United 
States private and Government investments abroad. 

New foreign investments (net) undertaken by the United States during 1952 
amounted to $1,544 millions, $1,067 millions being private and the remainder 
being Government. The return of interest and dividends on outstanding foreign 
investments amounted to $1,886 millions during 1952, of which amount $1,682 
millions was a return on private investments. 

On the other hand, net new investments acquired in the United States by for- 
eigners amounted to $1,562 millions during 1952, of which $1,162 millions repre- 
sented short-term investments. Transfers of interest and dividends on outstand- 
ing foreign investments held in the United States amounted to $432 millions during 
1952. (See table 1.) 

Thus two significant facts stand out: 

1. Foreign investments held in the United States amount to over one-half the 
amount of United States investments maintained abroad. The fact is that much 
local capital from capital-deficit countries seeks a haven in the United States (for 
reasons of safety, etc.), even though average returns tend to be far lower in this 
country, , 
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Taste 5.—International investment position of the United States, 1951 
{Millions of dollars] 


United States investments abroad: 
Private. _. - 940 
Long-term 175 
Direct we , 889 
Portfolio c 286 
Short-term ; ‘ . 765 
S$. Government 4 884 
Long-term. 536 
Short-term. __ é 348 


Total _ ‘ pe att 824 


Foreign investments in the United States: 

Private obligations daca ; 15, 723 
Long-term... ; 9, 092 

Direct , 499 

Portfolio z , 593 

Short-term ‘ ), 631 

U.S. Government obligations 443 
Long-term. _ - j j 738 
Short-term ‘ , 705 


Total. . ze dd : 21, 166 


Souree: U. 8. Department of Commerce, Balance of Payments of the United States, 1949-51, 1952, table 
41, pp. 162-163. No allowance was made in the statistics for the value of direct investments abroad damaged 
during the war, written off, or expropriated without compensation. 

2. The current annual receipts of interest and dividends by the United States 
on its outstanding foreign investments are of approximately the same amount as 
the current rate at which new foreign investments are being undertaken. In 
short, the currént level of new United States foreign investments is not doing 
much to solve the present balance of payments problems of this country or of 
other countries. 


The role of foreign investment 

The foreign investments of the United States are significant for two major 
reasons: 

1. Exports increase when foreign investments are made. Foreign investments 
serve to sustain exports, just as do imports, and through them international 
accounts may theoretically be balanced even though the United States exports 
more than it imports. If investment is to serve to balance international accounts, 
however, its volume must not only be relatively large, but it must be on a con- 
tinuous and growing basis. Because foreign investments bring a return in in- 
terest and dividends, the repatriation of such earnings tends to throw the balance 
of payments further out of balance, in consequence of which ever greater annual 
amounts of foreign investment are needed. To the extent, however, that foreign 
investment may be profitably undertaken, it provides an immediate means of 
coping with the present imbalance in international accounts. All this is not to 
obscure the fact that foreign investment may provide a profitable outlet for 
Ameriean capital 3 

2. Foreign income will increase as investment raises productivity, and with 
higher income will come greater United States exports. The propensity of the 
less-developed areas to import is relatively great. 


Competitive industrialization 


There is fear in some quarters that foreign investments will create future com- 
petition for American goods, either in the American market or in foreign markets. 
In an important respect, competition in the American market would be econom- 
ically desirable since (1) competitive imports would benefit the American con- 
sumer, and since (2) the present balance of payments disequilibrium would 
be at least partially solved through an increase in foreign shipments of merchan- 


* Earnings, before foreign or United States corporate taxes, averaged 26 percent of investment in 1950 on 
the total of all United States direct foreign investments, and averaged 32 percent on all investments in 
manufacturing. Computed from U. S. Department of Commerce, Foreign Investments of the United 
States, 1953, tables 1 and 19, pp. 2, 54. 
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dise to the United States. On the other hand, economic development: abroad 
poses a competitive threat for specific American producers. Unless foreign in- 
vestments are limited to those which do not lead to potentially competitive output 
which seriously restricts the area of foreign investment or invites uneconomic 
investments, there is always the very real possibility that the new enterprises 
may pose a competitive threat for particular American producers, not neces- 
sarily in the United States market, but probably more particularly in displacing 
American goods in foreign markets. 

While United States investments in productive enterprises abroad would tend 
to some extent to create competition for specific American producers, such invest- 
ments would also create additional markets for other American producers. The 
latter would result from (1) increased imports by the United States, which im- 
ports would facilitate increased exports by this country, and/or from (2) greater 
income and buying ability abroad, which would support a greater volume of 
exports on a paying basis from this country. 

An important economic study,‘ frequently cited in this connection, has at- 
tempted to determine the effect of industrialization in less-developed areas upon 
the domestic and foreign trade of the advanced countries. The overall con- 
clusion, supported statistically, was as follows: the underwriting of foreign in- 
dustries leads to (1) a loss of foreign markets for some industries, (2) a gain in 
foreign sales for some other industries, and (3) an increase in the total volume 
of foreign trade. In short, foreign investment leads to both a rechanneling of 
foreign trade, and an increase in foreign trade. 


Tied loans 


Export-Import Bank loans, for example, are “‘tied’”’ loans, i. e., the funds must 
be spent directly in the United States for specified purposes. This has the ad- 
vantage of insuring absolute control over the use of funds, but it constitutes an 
economically bad feature in that it gives borrowers no chance to “shop around.” 
In the absence of a tying clause, the funds lent by the United States would return 
to this country anyway (unless saved, a minor factor discussed below), perhaps 
via third countries, and would still insure additional exports for this country. 
A tying clause in a loan contract, however, may be used to insure that specific 
lines of business in the United States will export goods, rather than the exportation 
falling to the American economy in random and unpredictable fashion. 

An Export-Import Bank loan, and indeed any foreign loan of United States 
dollars, will always serve to increase the exports of the United States, irrespective 
of whether or not a tying clause is inserted in the loan contract. This return of 
the loan proceeds in payment for exports will always occur, either directly (if it 
is a ‘‘tied” loan) or perhaps via one or more third countries (if there is no tying 
provision), unless the loan proceeds are saved abroad. The way in which the 
loan proceeds return to the country of origin is basically the same in which a 
personal check eventually returns as a claim upon the account against which it 
was written. The dollar-claims which are lent abroad are widely acceptable, 
and they may circulate freely through a series of third countries before eventually 
returning to the United States, but they do return in the end as people use them 
to pay for goods and services purchased from the United States. If foreigners 
were never to use the dollars they receive for payment of goods and services in 
the United States, their situation would be equivalent to a person who has received 
a check but refuses to cash it. 

Dollars lent abroad thus do return to the United States, and they do add to 
the export volume of the United States. Two qualifying factors, however, should 
be noted: 

1. The loan proceeds may not return to the United States immediately. Just 
as a private person who negotiates a bank loan does not necessarily spend the 
entire proceeds on the same day as the loan is granted, so foreigners receiving 
loan funds (or grants) from the United States may spread out the use of the 
dollars over some period of time. In cases where the dollars return via third 
countries, a further lapse of time may be involved. The world demand for 
dollars as a payment device being what it is, however, the loan proceeds do return, 
and, in fact, do so rather speedily. This fact was demonstrated in no uncertain 
terms, for example, in the high correlation between Marshall plan credits and the 
volume of United States exports. 

2. When dollars are lent abroad, they constitute additions to a foreign country’s 
reserves of dollars. Day-to-day foreign dollar payments are then made from this 





* League of Nations, Industrialization and Foreign Trade, 1945, see esp. p. 118. 
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pool of foreign exchange. Indeed, such a pool of foreign exchange is a necessary 
element in carrying on foreign trade (unless outright barter is to prevail). Thus, 
the initial financial impact of a foreign loan (or grant) by the United States is to 
increase the dollar foreign exchange holdings of the recipient nation, while subse- 
quent day-to-day imports payable in dollars are then financed from the reserves 
of foreign exchange so held. To the extent that dollars are held in foreign ex- 
hange reserves, they do not return to the United States immediately; but since 
foreign exchange reserves constitute a revolving pool, dollars are continually being 
added and are continually being withdrawn. 


Who does the lending? 


1. The United States Government.—(a) Much of the foreign lending of the 
United States has been undertaken directly by the Government, e. g., loans such 
as the $3.75 billions loan to Great Britain in 1946, etc. It is frequently difficult 
to distinguish between Government loans and grants, and the motivation fre- 
quently is not purely economic. Actually, most Government loans are in no 
sense competitive with private loans, since private investors would be in no posi- 
tion to undertake them. 

(b) The Export-Import Bank: Founded in 1934, the purpose of the Export- 
Import Bank, according to the Export-Import Bank Act, is ‘‘to aid in financing 
and to facilitate exports and imports.’”’ 1n practice, its scope has been broadened 
as it has come to be used as an instrument for implementing the foreign policy 
of the United States; but, in widening its scope, its activities in financing private 
enterprise exports and imports, especially during recent periods, have undergone 
a relative retrogression. The bank’s total lending capacity is $4.5 billions. It 
has authorized a cumulative total of $6.3 billions in new credits, $4.1 billions of 
which has been disbursed, and $1.6 billions of which has been repaid. There 
have been virtually no losses. All loans by the Export-Import Bank are of the 
tied variety. 

Among the major criticisms which have been made of the Export-Import Bank 
are the following: 

(1) United States exporters availing themselves of the credit and insurance 
facilities of the Export-[mport Bank have frequently felt disadvantaged, especially 
in recent periods, when in competition with foreign exporters who have access to 
the credit facilities of their respective governments’ equivalent of the Export- 
Imprt Bank. In consequence, it has been suggested that the credit (and insur- 
ance) facilities of the Export-Import Bank be increased and made more readily 
and promptly accessible, and that credit be extended on a basis and for periods 
which will place the exports of the United States on a competitive basis in this 
respect with those financed through foreign credit or through the facilities of the 
International Bank for Reconstruction and Development. 

(2) The criticism has been made that during recent years the Export-Import 
Bank has substantially receded from its intended purpose. To the extent that 
such is the case, the barik should be reestablished in its operations to perform the 
function for which it was organized. 

There is a particular economic role which the Export-Import Bank is ideally 
suited to fill, namely, the granting of medium-term credits. In view of the need 
for an institution in this field in this country, the Export-Import Bank should be 
continued as an independent agency, separate from the International Bank for 
Reconstruction and Development. 

(c) The point 4 program: Instituted in 1949, this program was intended to 
assist in the economic development of less-developed areas. The idea was to spend 
little money, but rather to offer technical assistance to ‘‘show them how to help 
themselves.’’ Less than $0.4 billion has been spent to date. The point 4 program 
should be continued as an agency for the spread of American know-how and 
technology in the less-developed foreign areas, as distinct from an agency which 
finances exports of equipment and supplies. Its emphasis should be upon im- 
provements in per capita productivity which serve to increase income and thereby 
promote trade. 

2. International agencies ——The International Bank for Reconstruction and 
Development (IBRI)) is 1 of 2 international agencies formed under the Bretton 
Woods agreement of 1945. Its present membership consists of 55 nations, and 
it has a total lending capacity at present of approximately $9 billion. The 
subscription, and liability, of the United States is $3.175 billion. Only 20 percent 
of the total subscription has actually been paid in. Lending is (a) from the paid-in 
subscription; and (4) from funds borrowed by the bank (World Bank bonds are 
issued); also, (c) the bank is empowered to guarantee private loans. Total 
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lending may never exceed total subscribed capital, i. e., bs mga ey $9 billion 
at present. Total loans to date slightly exceed $1.5 billion. Most loans have 
been for “‘development,” not “reconstruction.” 

An important difference between IBRD loans and Export-Import Bank loans 
is that the former, unlike the latter, are not “tied.” In practice, most funds lent 
by the IBRD have come from the United States, but they oI be — in any 
country. If United States dollars are lent by the International Bank (over 
$1 billion to date), they will always return to the United States (unless saved) 
but there is no assurance that they will return directly rather than via third 
counties, and there is no way of ascertaining in advance precisely which export 
industries within the United States will feel the initial impact of added exports. 

3. Private investmenis.— United States private foreign investments now total 
$23 billion, and new private foreign investments (net) are being undertaken at 
a current rate of about $1 billion per year. Because the yield of capital is rela- 
tively high in most foreign areas, especially in the less-developed areas, one may 
well ask why private foreign investment is not greater. The answer is that certain 
factors impede private foreign investment. 


Deterrents to private foreign investments 
Among the factors which serve to deter private investors from investing abroad 
are the following: 
1. Discriminatory legislation abroad. 
2. The threat of expropriation. 
3. The transfer problem (the problem of repatriating earnings and principa! 
when exchange controls exist). 
4, Tax treatment. 
5. Unfamiliarity of investors with foreign opportunities. 


Possible measures to increase United States private foreign investments 


Among the possible measures which may serve to attract more private capita! 
from the United States to enter the foreign field are the following: 

1. Reduce foreign risks —In order to make the foreign investment “climate” 
more attractive, the United States Government should continue to negotiate 
treaties with foreign countries which will clarify the rights of American investors. 

2. Removal of exchange restrictions —The prevalence of exchange restrictions, 
under which repatriation of earnings and principal is frequently blocked or 
otherwise restricted, has discouraged new investment during the past decade. 
The fina! removal of this iiapediment depends upon the restoration of currency 
convertibility. Pending such action, an ee should be made, as suggested 
by the Department of Commerce,’ to induce foreign governments to be more 
consistent and more efficient in their screening of proposed foreign investments 
and in the administration of their import and exchange controls. 

3. Tariff treatment of invesiment goods —The United States should attempt to 
impress upon other governments the need for special action on their part in order 
to attract private United States ys coe to enter enterprises which will contribute 
to sound economic development. Particularly, the duty-free entry of equipment 
needed for new investment during the early years of operation should be considered 
for its incentive value. 

4. Tax treatment.—The United States Government should encourage private 
foreign investment by undertaking certain revisions in the taxation of foreign 
earnings. The following specific revisions are recommended on grounds of equality 
and equity, and not for reasons of incentive or subsidy: 

(a) Permit American corporations operating branches and agencies abroad 
to elect to treat income from these operations on the same basis as income received 
from foreign subsidiaries. 

(6) Eliminate the present ‘“‘overall’’ limitation upon tax credit for foreign income 
taxes paid (as distinguished from the “per country” limitation), which restricts 
the credit to that proportion of the American income-tax liability which all 
foreign income bears to total income. 

(c) Eliminate the _ restrictive administrative interpretations on source of 
income as applied to Western Hemisphere trade corporation operations. 

(d) Extend the Western Hemisphere trade corporation tax advantages to cover 
operations throughout the entire world. 

Tax reforms constitute a practical area for action since they may be put into 
effect by the United States without the need for negotiation with foreign 
countries. 





: a U. 8. De ment of Commerce, Study of Factors Limiting American Private Foreign Investment, 
y 1953 p. 33. 
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5. A new International Economic Development Fund.—Such a proposal, su 
ported by 17 small less-developed nations, is at present under consideration in the 
United Nations. Proposed capitalization is $250 million. It is difficult to see 
what @ new organization of this type could accomplish that the International 
Bank is not already prepared to do. 

6. Fuller information.—Activities by United States business in the international 
investment field, as suggested by the Department of Commerce, should be given 
the strongest possible support by the Government, principally by means of a 
strengthened Foreign Service which will promote the interests of business and 
help business to locate investment opportunities. The Government should also 
improve its investment information service, especially for small business. Im 
addition, it should take positive action to encourage an increase in private port- 
folio investment. 


Can United States private foreign investments correct the imbalance in world trades? 


Taken by itself, the answer to this question is probably ‘“‘No.”’ The deficit of 
the rest of the world with the United States since World War II has been of the 
magnitude that it would be difficult to imagine an increase in the private foreign 
investments of this country in the near future of sufficient amount to offset it. 
Specifically, new United States private foreign investments (net) have been 
running about $1 billion per year, and the deficit of the rest of the world with the 
United States, i. e., the total of economic and military aid granted, has averaged 
about $5 billion per year during the period 1946-52. Even if the deficit in the 
future were to average only half this level, the volume of United States private 
foreign investment would have to more than double its present volume to handle 
the situation. There is grave doubt whether the foreseeable future will witness 
any such increase. For example, the Department of Commerce, in a report 
published in 1953, evaluated the situation as follows: ‘‘A greatly increased flow 
of private investment from this country cannot be expected in the next few years.’’7 
Any increase in private foreign investment would help matters, however, and 
would reduce the need for balance-of-payments corrections solely through 
increased imports by the United States. 


D. CURRENCY CONVERTIBILITY 
The present situation 


Many exporters in the United States today come up against the problem that 
they cannot make certain foreign sales because the potential foreign buyers cannot 
qualify under the existing exchange control and/or import licensing systems for 
the dollars needed to pay for United States goods. The prevalence of the barriers 
now confronting exports from the United States is indicated in a recent tabulation 
of the Department of Commerce: Of 74 foreign countries or possessions surveyed, 
54 employed both import licensing and exchange control against United States 
goods, 7 employed exchange control alone, 4 employed import licensing alone, 
and only 9 employed neither import licensing nor exchange control.’ The funda- 
mental purpose of import licensing and exchange control is to conserve relatively 
scarce dollars through the elimination of certain purchases payable in dollars. 
The effect is to reduce the exports of the United States. 


Why are many currencies inconvertible (in terms of dollars)? 


The reason for inconvertibility (i. e., exchange control) is that many foreign 
countries fear the results of a free market in currencies. A free market would 
lead to purchases from the United States vastly in excess of sales to this country, 
so that insufficient dollars (and other acceptable currencies) would be available 
to enable payment to be made (at existing exchange rates). The result is that 
the countries attempt to “ration’”’ relatively scarce dollars to cover the imports 
deemed most essential, and to eliminate other purchases from the United States. 
Despite the elimination of many such purchases, the demand for dollars still 
exceeds the supply of dollars and a dollar shortage exists in roughly the amount 
shown by the deficits in table 2. 

Exchange control has a threefold purpose: (1) Curtail the volume of imports 

ayable in scarce currencies (largely dollars), (2) divert imports from the United 
States to other countries with whom a more nearly balanced trade situation exists, 
and (3) regulate overall trade so as to maintain the controlled exchange rates at 
their present (and overvalued) levels. 


* Tbid., p. 35. 
7 Ibid., p. 23. 
* United States Department of Commerce, Foreign Commerce Weekly, April 27, 1953, pp. 13-15. 








1218 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


What can be done to restore convertibility? 


There are basically two schools of thought on the convertibility question. The 
first group, which includes several leading British economists and some highly 
reputable American economists as well, feels that there is no possibility of achiev- 
ing convertibility in the foreseeable future. They feel that the events of the 
past two decades have widened the gulf between the so-called hard-currency 
areas (the dollar area) and the so-called soft-currency areas (the sterling area 
and much of the rest of the world) so that there is no possibility of a resumption 
of free multilateral world trade in the foreseeable future. The most they foresee 
is greater multilateral trade within the nondollar part of the world, with con- 
tinued barriers between the dollar and nondollar areas. The second group feels 
that nothing which has happened during the past two decades has been so unique 
that the processes of economic adjystment cannot serve eventually to make con- 
vertibility a reality, thus restoring multilateral world trade. It is hard to know 
which of the schools of thought is right, since both have powerful arguments, 
and the controversy is as fresh today as ever, even though it has raged for almost 
10 years. It is significant, however, that the first group admits it would prefer 
convertibility, if such were possible, although it doesn’t think it possible, while 
the second group also prefers convertibility, and thinks it is possible to achieve 
this status. The second group in turn divides on how to obtain convertibility. 
Part of the group simply says that “the way to make a currency convertible is 
to make it convertible,” apparently ignoring the repercussions upon the economic 
and political structures of the affected countries which would likely follow an 
abrupt change in overall policy in the currency field. The balance of the group 
is inclined to the view that convertibility is an eventual possibility if certain 
policies are pursued and if certain favorable long-run trends materialize. 

Assuming for the moment that convertibility is an eventual possibility, how 
may it be achieved? The following include some possibilities: 

1. Greater imports by the dollar area from the soft-currency countries, espe- 
cially from Western Europe. If foreign countries earn more dollars, they may 
begin to relax their exchange restrictions. This shows the relationship between 
the level of United States imports and the extent of exchange controls abroad. 
For example, it is a commonly expressed view abroad (although partly a false 
view) that they are being forced to practice exchange control (which restricts 
United States sales to them) because the tariffs of the United States keep them 
from earning dollars in the American market. 

If the soft-currency countries are to sell more in the United States, two develop- 
ments must occur: (1) the United States must reduce its trade restrictions so 
that more goods may enter, and (2) the foreign areas must increase their pro- 
ductivity so that they will have more goods to offer on attractive terms. Neither 
development is likely to be viewed with favor by those domestic producers within 
the United States who are confronted with severe competition. 

2. Reduced exports by the dollar area to the soft-currency countries. If there 
aren’t enough dollars abroad to pay for United States exports, payment can be 
assured by simply curtailing exports. This is a negative approach and possesses 
little economic merit as a long-run solution. 

3. But, the soft-currency countries may achieve the same effect as (2) above 
by using their exchange control and import licensing systems to divert their 
imports away from the dollar area and toward other soft-currency countries. 
This has been going on for the past decade. (In fact, the European Payments 
Union, financed in part by the United States Government, was intended to pro- 
mote intra-European trade, where no dollars were needed. Official United States 
support was deemed advisable since ax. increase in tlhe volume of intra-European 
trade would assist in recovery, and would thus help indirectly to promote trade 
between the United States and Europe.) 

The continuation of exchange control (and import licensing) as a means of 
diverting imports from the dollar area may well prove more harmful to the 
a position of the United States from a long-run standpoint than has here- 
tofore been experienced in a short-run sense. There is no question but that the 
exports of the United States during the post-World War II period have been less 
than they might have been had exchange controls not existed abroad. This 
short-run effect, however, may well be dwarfed by the long-run consequences in 
store for the foreign trade of the United States if exchange controls continue to 
be widely practiced. If the controls are continued long enough, the economies 
which have been insulated from full contact with the dollar area will have devel- 
oped new contacts, new industries, and new markets to such an extent that, 
even should currency convertibility then be restored, world trade with the United 
States will continue to lag. 
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4. Exchange rate depreciation: Exchange control is necessary when the demand 
for foreign exchange exceeds the supply at the prevailing exchange rates. Ina 
free market, the exchange rate would depreciate from an overvalued rate (under 
which foreign exchange scarcities exist) to some new level. For example, if 
Britain is short of dollars at the present exchange rate of £1=$2.80, perhaps a 
rate of, say £1=$2 would remove the dollar scarcity. Specifically, a depreciation 
of currencies of roughly 30 percent as regards their value in terms of dollars was 
undertaken by most nondollar countries in September 1949 in an attempt to 
correct the fundamental imbalance in world trade. This action helped momen- 
tarily to ease the dollar shortage, but in retrospect it obviously did not do the job 
completely. But might not a further exchange depreciation (which would 
develop in a free market anyway) help matters today? 

The answer is probably ‘“‘No.’’ Exchange depreciation would be resisted by 
foreign countries: (1) It worsens the terms of trade, i. e., it cheapens exports and 
makes imports more costly. For countries already suffering from inflation, 
exchange depreciation makes matters worse. (2) It is doubtful if exchange 
depreciation would increase export receipts very much; it would take more physical 
exports to yield a given amount of dollars. From the standpoint of the United 
States, exchange depreciation abroad would probably be resisted because (1) it 
would make it more difficult to sell abroad, and (2) it would make it easier for 
foreigners to compete in the United States market. ‘ 

5. Since complete convertibility appears impossible to attain in the immediat 
future, there has been some suggestion that partial convertibility be the present 
tangible goal. This suggestion holds that an attempt should be made to make 
payments for current transactions in the balance of payments convertible, but to 
leave capital transactions inconvertible. If put into effect, the merchandise 
exports of the United States would no longer be subject to foreign exchange 
control restrictions, nor would earnings of United States foreign investments any 
longer be blocked. The problem of convertibility as it pertains to the United 
States would be largely solved. 

How could partial convertibility be achieved under present circumstances? 
There is little doubt but that the dollar reserves of the International Monetary 
Fund would prove insufficient to long sustain the ‘‘controlled’’ currencies at their 
present par values should free-market currency conditions suddenly be instituted. 
Noreover, the fund was established with the purpose in mind of providing foreign 
currencies to members whenever the latter experienced short-run balance of 
payments difficulties, but the financial resources of the fund were specifically 
not to be used to deal with the long-run balance of payments disequilibria of 
members. Long-run disequilibrium was to be dealt with through controlled 
alterations of the exchange rate, not through use of the financial reserves of the 
fund. 

Some economists, both here and abroad, have suggested that the situation 
requires that a special ‘convertibility fund”’ (apart from the International Mone- 
tary Fund) be devised to serve as a buffer during the initial period of convertibility 
when the foreign demand for dollars would likely be very heavy. While such a 
convertibility fund would presumably be financed along international lines similar 
to the International Bank and the International Monetary Fund, the subscription 
of the United States (in dollars) would necessarily be the largest. There is no 
guaranty, however, that a convertibility fund would promote permanent con- 
convertibility; it would assure convertibility for a while at least, and perhaps 
permanently, depending in part upon the size of the fund. If a convertibility 
fund were established, and if it subsequently failed, the drain from it of dollars 
supplied by the United States would be tantamount to a foreign grant by this 
country. Viewed against the background of over $30 billions in foreign aid 
extended since 1946, the probable investment required for a convertibility fund 
assumes relatively small proportions. Viewed against the background fact that 
so much aid has already been extended, and that assurance of successful achieve- 
ment of its purpose does not exist, the economic and political “climate’’ of the 
United States undoubtedly will cause any such proposal to be relegated to the 
confines of academic discussion. 

All factors considered, full international currency convertibility is not likely to 
be realized in the near future, and certainly not before other preparatory measures 
have been undertaken. In the absence of a “‘direct attack’’ upon inconvertibility, 
it is probable that convertibility cannot seriously be considered until such 
time as trade and investment policies have been so modified as to effect a con- 
siderable degree of correction upon the imbalance in the international accounts 
of the United States and other major countries. 
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E. FOREIGN AID 


The granting of foreign aid is far from an ideal way of maintaining balance in 
international accounts. To the extent that the trading conditions of the past 5, 
or even 3, vears continue, however, foreign aid in some form (economic or military) 
will continue to be required. To the extent that the imports of the United States 
increase (relative to exports) or United States foreign investments are increased, 
the need for foreign aid will be lessened. But, if the imports of the United States 
do not increase (relative to exports), and if United States foreign investments do 
not increase, the alternative to a reduction in foreign aid is a reduction in the 
export volume of this country. 


F. RELATION OF DOMESTIC FISCAL POLICY TO FOREIGN TRADE 


A continued high volume of exportation by the United States depends upon the 
continuation of the present levels of (1) United States imports and (2) United 
States foreign investments, or upon an increase in their levels. But, United 
States imports and foreign investments are closely tied to the general level of 
United States prosperity. As the United States has progressed technologically, 
it has becom? increasingly dependent upon imports of raw materials,® the volume 
of which, however, varies markedly with fluctuations in domestic economic 
activity. Similarly; the volume of new United States foreign investments depends 
not merely upon opportunities abroad, but also upon the availability of capital at 
home. he latter too is directly related to the level of domestic economic activity. 
Statistical studies of past experience indicate that when the national income of 
the United States declines, the imports and new foreign investments of the United 
States decline at an even faster rate (and, in consequence, the exports of the 
United States fall drastically). It is important, therefore, that the United States 
pursue domestic policies which insure continued domestic prosperity. Even a 
minor slump in domestic economic activity quickly produces major repercussions 
in this country’s imports and foreign investments, and, in consequence, in the 
world economy. 

CONCLUSION 


In summary, the three basic ingredients of a successful foreign economic policy 
for the United States are as follows: (1) A prosperous and expanding United States 
economy, (2) a large and growing volume of foreign trade, of imports as well as 
exports, and (3) a large and growing volume of United States foreign investment. 
If the first condition prevails, the other 2 are not impossible of attainment, and if 
all 3 conditions prevail, the United States will have made an outstanding contri- 
bution as the world’s economic leader. 


CAPITAL GOODS: KEYSTONE OF NATIONAL WELFARE 


54 billion in capital goods production and servicing 8 million workers employed 


Capital goods have assumed vast importance in the United States economy 
as it has steadily progressed from an economy that was primarily agricultural 
to the outstanding technological nation of the world. he great variety of 
capital goods, their significant characteristics with reference to volume and 
constancy of demand, and their enormous potentialities for productivity and 
employment are facts which require frequent repetition so that they will be fresh 
in the minds of capital goods manufacturers and other citizens throughout all 
walks of American life. 

Capital goods defined.— Capital goods include machinery and component parts 
thereof, plant and industrial ocee uransportation equipment, and factory, 
commercial, and nonresidential farm construction. They are the facilities for 
production, distribution, transportation, communication, and commerce. 

Benefit to economy.— The abi ity and freedom of the American enterprise sys- 
tem to progress through constant and prompt eo of improvements have 
always been beneficial to American consumers. The result has been a dynamic 
economy within which the replacement of old techniques by new and improved 
ones has been more rapid than that achieved at any time for any substantial 
period in any other part of the world. The very essence of paver enterprise 
in a capitalistic economy is the destruction of physical capital and its constant 


replacement by new capital formation. When capital ceases to be destroyed, 


® See a of Industrial Materials, Council for Technological Advancement, Bulletin No. 2, Sep- 
Bulletin No. 5, October 9, 1952, 
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progress ceases. With a high level of education, a wide diffusion of initiative, 
a strong system of incentives, an adequate supply of capital, an extensive devel- 
opment of scientific and technical research, and a prompt application of tech- 
nological advances, we can achieve the greatest era of technological advance- 
ment, sustained employment and improved living standards in history. 

Volume of production and employment.—The importance of capital goods in 
our economy may be seen in the large volume of capital goods produced and the 
enormous employment which capital goods production, distribution, and serv- 
icing provide. Capital goods currently are being produced and maintained at 
an annual rate of $54 billion. Gainful employment is mow being provided for 
more than 8 million Americans in the production, distribution, and servicing 
of capital goods. Now more than ever before, the capital goods industries are the 
Keystone of National Welfare. 


CONCERNING THE OPERATIONS OF THE Export-IMporRT BANK AND THE INTER- 
NATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 


Samuel E. Braden, associate professor of economics, Indiana University 


An appraisal of the operations of the Export Import Bank and the Inter- 
national Bank for Reconstruction and Development must include two basic 
considerations. First, do these institutions contribute to or are they consistent 
with the attainment of our international goals? Second, are these institutions 
managed effectively and efficiently in their own operations? These considerations 
in turn raise two further questions. What are or should be our Nation’s inter- 
national goals? And, what tests may be applied to determine whether an insti- 
tution is being efficiently run? This statement is intended to deal principally 
with the goals of our foreign policy and the relevance of the operation of these 
institutions to these goals. 

The desirable goals for the Nation may be stated simply; to be at peace, to be 
prosperous, and to have friends. Our position in the world is such that these 
goals are interrelated. To have peace, we must have friends. To have friends 
we must have prosperity. To have real prosperity we must have peace. To 
achieve these goals, we must have a consistent domestic and foreign policy in 
the fields of economics and politics. 

The Export-Import Bank and the Bank for Reconstruction and Development 
clearly play different roles in the achievement of United States policy goals, 
although there are also some points of similarity. The Export-Import Bank 
is an agency of the United States Government. It therefore may be considered 
as an agency that may properly operate in direct fashion to carry out United 
States foreign policy. Its loans may be motivated by political as well as eco- 
nomic considerations. When economic criteria are primary, its loans should be 
made so as to permit a needed expansion of production abroad, and to increase 
the volume of economically justified trade. It will be argued below that it is a 
mistake, not consistent with the long-run interest of our Nation, for Export- 
Import Bank loans to be made to finance sales of United States exports if in doing 
so they in effect subsidize those exports. When Export-Import Bank loans are 
made primarily for political purposes, care should be taken to protect against 
possible charges of flagrant discrimination among potential recipients, and to pro- 
tect against conditions that might lead to charges of our interference in the internal 
political affairs of the borrowers. If these conditions are met, the loans of the 
Export-Import Bank may be very useful in encouraging international friendship 
for our country, and also may so improve output and income in the borrowing 
country as to expand the mutually desirable trade between it and us. 

The position taken by Secretary Humphrey in his statement of September 15, 
1953, that we must continually question the desirability of financing “investments 
abroad on a large scale in the development of competitive enterprise’’ is a sound 
one. We should recognize, however, that well-conceived development in under- 
developed countries will lead to the establishment of industries for which there 
is real economic justification in terms of costs. Some of these industries may be 
ones that will produce goods in competition with our exports. The result is 
likely to be a reduction in those countries’ purchases of goods of traditional 
varieties from this country. Nevertheless the expansion of production in those 
countries will generate higher incomes which will lead to the purchase of even 
greater quantities of new kinds of imports from us. 
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Just as a domestic manufacturer of phonographs must be prepared for the 
television field, so must our industries and farms be prepared for the inevitable 
shifts in the kinds of purchases that foreigners make here. 

We should certainly expect our foreign investments to result in an increase 
in our eee. but not necessarily in the same types of exports that have cus- 
tomaril nsold. In the course of our own industrial development, for example, 
we ually shifted from imports of manufactured products to imports of raw 
materials for our factories, e may expect that today’s underdeveloped areas 
as they progress with their development plans will reduce their purchases of tex- 
tiles and food from us, as they expand *heir purchases of tractors and automobiles. 
Not all Export-Import Bank loans have been developmental loans. Some 
have been short-term trade advances for the purpose of directly promoting par- 
ticular exports from this country. There can be no objection to such loans if they 
are confined to the financing of transactions that would in any case be economica!] y 
justified. If such loans involve an export subsidy, however, their status is less 
defensible either in terms of our immediate national interest or in terms of the 
interests of other countries. Unusual care should be taken that-such forms of 
export promotion are not designed primarily to shut competing sellers in third 
countries out of a particular export market. If country A, as a result of sales to 
the United States, has dollais with which to make purchases either in the United 
States or in country B, and B has an equal or greater cost advantage over us in 
those goods that A intends to purchase, then we should let B make the sales. 
An export subsidy loan on our part would only serve to disrupt B’s ability to 
earn income with which to make purchases from us of exports that may need no 
subsidy. An important solution to the problem of imbalance in trade and in- 
convertibility of currencies is for other countries, especially those of Western 
Europe, to increase their sales in the markets of third countries that have dollars 
to spend. It is not in our long-term economic or political interest to block this 
development through subsidization loans on the part of the Export-Import Bank. 

The International Bank for Reconstruction and Development is not an agency 
of the United States Government, and does not directly operate to implement our 
foreign economic or political policy. However, its very existence is a result of 
the position taken by this country that economic development may be encouraged 
by cooperative effort on the part of the free nations. If this cooperative effort 
if successful, it may be expected to bring both economic and political benefits to 
the United States as well as to the other countries in the enterprise. 

The immediate effect of dollar loaus by the International Bank for Reconstruc- 
tion and Development, as is also true of dollar loans by the Export-Import 
Bank, is to expand United States exports. It matters little to the total volume 
of our exports, whether the borrower spends the dollars here or elsewhere. If 
the dollars are used to buy from a third country, then the third country has dollars 
with which to buy our exports. Unless the dollars are held unspent, our exports 
will be increased. The ultimate effect of these loans will be to increase the total 
volume of trade in directions that cannot be accurately foreseen. A study of the 
recent press releases concerning new International Bank for Reconstruction and 
Development loans shows that in at least half the cases the bank expects an 
improvement in the balance of payments position of the borrowing country to 
result from less dependence on imports after the new development has taken place. 
International Bank for Reconstruction and Development is a bank, run by 
bankers, that has to borrow in the organized capital markets and must undergo 
the scrutiny of the financial community. It must, therefore, be managed in a 
manner considered prudent in banking circles. Among other things this means 
that when the bank makes a loan there should be a reasonable prospect that the 
loan can and will be repaid. In international investments, the requirement of 
repayment involves the borrowers’ ability to earn a surplus of foreign exchange, 
more often than not in dollars, with which to meet its debt service. The most 
direct method by which a surplus of dollar exchange can be accomplished is to 
set up industries that will lessen the need for imports that require payment in 
dollars. This is legitimate as long as the new industries are those for which the 
proper resources are available to allow production on an economically justifiable 
cost basis, and which needed only the impetus of an initial loan to get them 
started. Such development is in the interest of our country, since new industry 
will lead to increased income in the borrowing country and will result in increased 
purebases from us, though again there may be a change in the nature of our 


rts. 
Both the Export-Import Bank and the International Bank for Reconstruction 
and Development contribute to the total foreign investment of the United States. 
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Foreign investments are also made by private business, both in equity and in 
portfolio form. Expenditure of dollars on foreign investment has three important 
aspects that must not be overemphasized, but that must not be overlooked. The 
first is that expenditure on foreign investment contributes to our national income 
in the same way that expenditure on domestic investment does. If foreign invest- 
ment expenditures are reduced from an existing level, they must be replaced by 
other expenditures or the national income and perhaps the level of employment 
will suffer. Conversely, if other expenditures fall, an increase in foreign invest- 
ment will help to take up the slack. The second is that foreign investment in 
terms of dollars helps to alleviate what has been called a worldwide dollar shortage 
and thereby helps to correct the lack of balance in international trade, and con- 
tributes to the solution of the problem of inconvertibility of currencies. The 
third is that once the domestic financial system has adjusted to a given level of 
investment, any significant movement that increases or decreases this level will 
have definite repercussions on the liquidity of the economy. In this respect 
consequences of change in the level of foreign investment resemble changes in the 
level of bank credit. A rapid reduction of foreign investment like a rapid reduc- 
tion of total bank-credit creates difficult problems of liquidity. So, too, a rapid 
increase in foreign investment like an increase in bank credit can contribute to 
domestic inflation. A continuation of the investment activities performed by the 
two banks can thus be seen to be important to the international economy and to 
the level of activity in our domestic economy. 

In conclusion, there can be little doubt that the two banks can play “aoe 
roles in the promotion of international friendship, peace, and prosperity. /hether 
these institutions merit continuation, therefore, depends upon whether they 
themselves are efficiently managed. There has been relatively little criticism of 
the International Bank except that in its early years it seemed to be very slow 
in making developmental loans. In recent years its tempo has been stepped up. 
Annual reports of the Export-Import Bank show a profitability of operation that 
reflects a certain kind of efficiency. Money profits are neither the principal nor 
a sufficient justification for this type of governmental operation, however, and 
the institution must stand up to more important economic and political tests to 
merit continuation. 





Private INVESTMENT ABROAD ON AN INDUsTRY-TO-INDUsSTRY LEVEL 
Carl B. Fritsche 
Reichhold Chemicals, Inec., Detroit, Mich. 


(Norn.—Since World War II, Reichhold Chemicals Inc. (manufacturers of 
synthetic resins, plastic materials, and related chemical products) has been putting 
into successful practice the export of its own technical know-how, its own private 
capital and of specialized equipment of its own design on an industry-to-industry 
level to no less than 16 foreign countries and embracing 6 continents.) 

Without Government guaranty, hence, at no implied cost to the American 
taxpayer, Reichhold is now engaged as a financial partner in 19 foreign manufac 
turing operations located as follows: 3 in Canada; 2 in South America; 2 in Eng- 
land; 9 in Europe; and 1 each in South Africa, Australia, and Japan. In addition, 
the parent company maintains 42 foreign sales offices and agencies located in 
31 countries. On the domestic scene, it conducts 11 manufacturing operations 
in the United States and maintains 26 sales and service offices. 

Reichhold’s successful experience abroad demonstrates that foreign investment 
is not solely the function of so-called big business, either at home or overseas. 
While carefully chosen on the basis of their past performances, the company’s 
foreign partners almost without exception were small concerns, frequently family 
owned, and while already engaged in related chemical fields, they were unfamiliar 
with the processes and techniques employed in the branch of synthetics in which 
Reichhold excells. On-the-job indoctrination of their foreign counterparts by 
Reichhold staff members plus the holding of frequent international technical 
conferences combine to keep all foreign operations abreast of progress and assure 
uniformity and excellance of product. Thus new opportunities and expanding 
horizons are opened up to these smaller enterprises, not only to the benefit of 
their stockholders, but also to the betterment of the domestic economy of the 
host country. 

Henry H. Reichhold, founder (1925) of the company that bears his name, refers 
to his overseas branches as ‘“‘consociate partnerships,” a relationship that implies 
fellowship and mutual respect. It denotes a complementary exchange of talents 
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one supplying what the other lacks, in order to complete a well-rounded opera- 
tion. For example, while the American personnel of the company may excel in 
the technical phases of manufacturing, their foreign consociates excel in the 
managerial skill in trade peculiar to the customs of the host country and to the 
needs of any sales outlets to be found in any overseas dependencies. Likewise. 
any future expansion of actual manufacturing operations to any such dependency 
would be undertaken, not by the American parent company, but by the consociate 
company in the parent country of the dependency, i. e., Indochina through the 
French company; East Indies through the Holland company; the African Congo 
through the Belgium company, ete. This formula, it is believed furnishes the 
basis for sound policy to be followed by the majority of entrepreneurs interested 
in ventures in underdeveloped areas. 

Last Friday, at the joint meeting of the Governors of the World Bank and the 
International Monetary Fund, I was inspired by the panel discussion, conducted 
under the direction of the Honorable John J. MeCloy, of the role of private foreign 
investment in underdeveloped countries. Along with Mr. McCloy, the other 
distinguished members of the panel, seven in number, were agreed in their emphasis 
on the pressing need for capital replenishment. They pointed out that during the 
immediate postwar period, initial requirements were beyond the capacity of pri- 
vate capital, hence, a government-to-government level of financing was manda- 
tory—particularly for the rehabilitation of devasted areas. No one will dispute 
this historic fact. 

Some of the panel members, notably Mr. McCloy, pointed out that government 
aid on a grand scale, now appears to be passing from the scene. No one, and 
particularly the Honorable Secretary of the Treasury, will shed any tears over 
that forecast. And most certainly, there will be great 1ejoicing among the tax- 
paye.s when the forecast becomes an accomplished fact. 

But the job is not done and the work must go on. If dependence continues to 
be placed solely on the American taxpayer, the tax burden may become insuffer- 
able, and the taxpayers may rebel. If dependence is placed principally wpon 
private inves*ments from voluntary sources, augmented by self-liquidating loans, 
when necessary and justified, from the World Bank or the Export-Import Bank, 
as well as from private banking institutions, the taxpayers will, rejoice. 

The psychological impact of the two methods is as different as night is from 
day. To the general public, taxes mean burden and sacrifice, but risk capital 
spells opportunity and adventure. One is negative and depressing. The other is 
positive and stimulating. 

While not denying the necessity, and we hope on a diminishing scale, of gov- 
ernment-to-government loans and/or grants for essential public undertakings 
beyond the range of private endeavor, it is submitted that the world economy will 
never be restored by trying to rebuild from the top downward. Top-level money 
channeled through Government ncies, because of the very inertia of bigness, 
not infrequently becomes dilu before it reaches its ultimate destination. 
Bureaucratic spending of other ple’s money almost always is plagued with 
waste and inefficiency. The individual in government who does the spending is 
not obligated either to pay it back some day or to earn a profit on the investment. 

On the other hand, the inaividual investor or the private entrepreneur who 
borrows money always is faced with the necessity of earning a profit in order to 
repay the loan or else suffer the loss of his own original investment. He can be 
counted upon to guard against waste and inefficiency as a matter of self-protection. 
And his loan usually is self-mcnitoring because the borrower has a personal stake 
in the outcome of the enterprise. rosperity becomes alive when individuals 
have a personal incentive to be enterprising. 

But this incentive is rarely present when public loans to governments take 
recedence over private financing of foreign enterprise. The inevitable tendency 
is toward further nationalization of industry. Our memories are not so short as 
not to remember the comment of Herbert Hoover with respect to one very 
important country where ‘they nationalized to obtain abundance and wound up 
with aration.” That is why this conference today is one of grave importance and 
why those in attendance face grim responsibility. This generation may be facin 
the last opportunity to swing the pendulum back to private enterprise and aveid 
for our children the inheritance of slavery of the collectivist state which could be 

as fatal as communism. 

Except with respect to outright grants-in-aid under the Mutual Security Act 
which are vitally essential to rearmament under the NATO program, and, = 
for the wise continuation of technical assistance to backward areas under the 
point 4 program, J think we are convinced that any further prolonging of the 
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benevolent phase of foreign aid would do more harm than good. In fact, it would 
be received with disfavor on both sides of the Atlantic. 

Benevolence has its virtues, but it soon bores the giver and ceases to charm its 
beneficiary when it becomes a habit instead of a cure for the ills it was designed to 
alleviate. It would be fatal to our civilization if the friendships among western 
democracies were to suffer crucifixion on the altar of benevolence. 

After all, what Europe and other parts of the world really want most is to 
recapture the capacity for self-maintenance. It is human nature to prefer eco- 
nomic independence to a dole. If, through private investment instead of through 
public taxation, we ean help to furnish the leadership toward that end, both sides 
will be happy, and both sides will enjoy reciprocal benefits. 

And as Europe becomes strong in purpose and once again prospers in trade, and 
in this I have full confidence, she can then join with us in the adventurous under- 
taking of helping to elevate the standards of living of the backward peoples of the 
world, who otherwise might fall victims to the deceitful promises of communism. 

In the words of John 8. Coleman, president of the Burroughs Adding Machine 
Co., in a recent address before the Detroit Board of Commerce: “The crucial 
fact of our times * * * fis that] millions of human beings are now convinced that 
by the instruments of science and technology they can raise themselves from 
poverty. There is no doubt that the world will modernize itself. The real 

juestion is by what route—the American or the Soviet?’ I believe the answer 
lies with private enterprise which of course means the American system. 

[ will not burden you with the accomplishments of our company in this regard 
except to say that in promoting and entering into consociate partnership manufac- 
turing operations in some 16 countries since World War II, we have learned the 
following lessons: 

1. Our foreign partners must have a successful record in past performance in a 
related branch of industry and must be financially responsible. In this respect, 
the volume of their previous operations is of lesser importance. 

2. Once chosen, we trust them with full responsibility and authority. 

3. As a general policy, we prefer a minority interest in the enterprise. When 
a worthy citizen owns control or is placed in control by his native associates, he 
feels his responsibility keenly and puts forth his best effort. 

4. By employing this policy, we are not looked upon as outsiders bent on ex- 
ploitation, but rather, as friends, who are interested in the sound economic de- 
velopment of the resources of the host country. 

5. This policy practically eliminates the danger of future expropriation. 

6. When we have opposing views with respect to procedure or broad policy, 
we endeavor to resolve the differences through frank discussion and persuasion, 
rather than through outvoting each other on the basis of respective ownership of 
shares. 

7. We Americans must rid ourselves of the idea that we have nothing to learn 
from the arts and sciences of other countries. In some fields, there is more funda- 
mental research in Europe and in certain other countries than in the United States. 
Hence, to be of real mutual benefit, the exchange vf technical know-how must and 
does travel a two-way street. 

8. In general, central banks, acting in conjunction with local ministers for 
economic affairs in host countries, have been most cooperative in guaranteeing the 
availability of an appropriate minimum dollar exchange annually for the con- 
version of profits and royalties. 

9. However, the company does not always avail itself of such guaranties when 
increasing demand for finished products and prudent judgment favor plowing back 
of profits in order to strengthen the enterprise and to expand the facilities in the 
host country. 

10: Unlike banks and fiduciary institutions whose portfolios are judged largely 
by the liquidity of their investment holdings, a private entrepreneur under normal 
conditions should not venture abroad unless he has faith in the survival of the 
private enterprise system in the host country of his choice, and being satisfied in 
this regard, he should be less interested in repatriation of his original capital in- 
vestment and more interested in expanding the enterprise. In other words, he 
should not be looking for a short-term investment. 

11, As a general rule, priority should be given to investment opportunities in 
the more advanced countries to the end that their economic systems may be 
strengthened; their trade balanced; and their currencies once gain may be freely 
convertible. 

12. Thus, the historic channels of trade will gradually be restored and the ac- 
companying growing prosperity of such countries will enable them to join with 
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their American counterparts, again on an industry-to-industry level, in accelerat- 
ing the development of underdeveloped countries. 

n reciting Reichhold’s experience, I do not mean to be exhaustive since the 
illustrations given refer generally to strictly manufacturing operations. I realize 
that there are many exceptions which are entitled to consideration. For example, 
mineral and oil operations are in an entirely different category and often must 
seek their opportunities in less developed areas. Also, to their good fortune, 
— enterprises generate their own medium of transfer of profits and repatriation 
of capital. 

Our experience has been that there is a profound admiration in Europe—in 
fact throughout the world—for American technique, industrial processes, quality 
of product, and marketing methods. This is true in high government circles as 
well as aaeees foreign industrialists. That is why they look with favor on the 
introduction from across the Atlantic of American capital and industrial skil] 
on an industry-to-industry level. It means progress which will enable them to 
modernize their products and styles, lower their costs, and thus enable them to 
resume an important position in world trade, which is butter and bread to them, 
but relatively speaking, may be ice cream and cake to us. 





Tue OpsEctives or THE Export-Import BANK (EIB) AND THE INTERNATIONAL 
BANK FoR RECONSTRUCTION AND DEVELOPMENT (IBRD) anv THEIR RELATION 
TO EXPANSION OF INTERNATIONAL TRADE (S. Res. No. 25) 


Seymour E. Harris, professor of economics, Harvard University 
1, CONTRIBUTIONS 


“Are they furthering American exports and are they encouraging private in- 
ternational investment for sound productive projects? * * * Are they fully 
pursuing their intended purpose and is their policy sufficiently aiding the expan- 
sion of international trade?”’ 

These institutions do finance the export trade of the United States. Under its 
charter the Export-Import Bank requires that dollars advanced be used to buy 
United States goods. Even the International Bank for Reconstruction and 
Development applied 70 percent of its loans through 1952-53 to the purchase of 
United States goods. This proportion should be compared with the 913 million 
United States dollars disbursed by the International Bank for Reconstruction 
and Development (78 percent of the total disbursements expressed in dollars).! 

Contributions of the Export-Import Bank and International Bank for Recon- 
struction and Development have been small (roughly $3 billion and $1 billion, 
respectively) as compared with: 

1. An excess of exports of the United States, 1914-52, of $120 billion. (This 
is the best index of the sacrifices made by the American people, namely, $120 
billion or about 3 percent of the national income of this period.) 

Foreign grants of $80 billion in the war and postwar, of which $32 billion 
were postwar (through March 31, 1952).? 

3. The total of foreign trade, 1952: 3 

(a) World equals $74 billion (exports f. 0. b.). 

(6) United States equals $15.2 billion (exports f. o. b.). 

(c) Export-import loans, 19524 equals $271 million (one-third of 1 percent of 
world export trade in 1952 and 2 percent of United States export trade). 

(d) International Bank for Reconstruction and Development 5 dibtaiaanente, 
1952-53 equals $227 million. 


2. AN EXPLANATION OF THE SMALL CONTRIBUTIONS MADE BY EXPORT-IMPORT BANK 
AND INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 


The former was set up in 1934 to finance United States export trade. Its 
relative contributions have been small. Why? The explanation in part applies 
to the International Bank for Reconstruction and Development also. 

First, these organizations were set up at a time when prices, income and trade 
were much lower than today. For example, world exports amounted to $21 
billion in 1938, $50 billion in 1945, $54 billion in 1948, and $74 billion in 1952. 


' Source: International Bank for Reconstruction and Development, Eighth Annual Report, 1952-53, pp. 
. 8. Department of Commerce: Foreign Aid by the United States Government, Basic Data Through 


March 31, 1953, A-14 


? International Financial Statistics, August 1953, p. 16. 
4 Foreign Aid, A-6. 


‘ International Bank for Reconstruction and Development, report 1952-53, p. 38. 
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Second, the developments in the foreign exchange market impaired the effective- 
ness of both organizations. Obviously, when the great problem is a shortage of 
dollars available to foreign countries, any agency entrusted with the responsibility 
of expanding export trade of the United States is likely to be embarrassed. The 
Export-Import Bank in financing United States exports exclusively, does con- 
tribute toward a solution of the dollar problem insofar as it provides dollars 
otherwise unobtainable to pay for goods that would have been purchased in the 
United States in any case. But insofar as it stimulates purchases in the United 
States (additional or at the expense of other markets), its contribution toward 
the solution of the dollar problem is nil. 

The embarrassment to the International Bank for Reconstruction and Develop- 
ment is of a somewhat different kind. Because foreign borrowers want dollars 
primarily, the International Bank for Reconstruction and Development is limited 
in the resources that might be made available primarily to the dollars subscribed 
by the United States in capital and loans, and freed for use by United States 
authorities. Hence the usable resources of the International Bank for Reconstruc- 
tion and Development are largely the dollars available, not pound sterling, francs, 
pesos, etc. (Similar comments apply to the International Monetary Fund which 
also has made about $1 billion available in credits.) 

Third, aside from dollar resources available, operations of the IBRD and the 
EIB are restricted by law or practice. The former can lend only to member 
countries under Government guaranty and on the basis of a project, and the 
latter also is rigidly restricted generally to loans to finance United States equip- 
ment. Terms of repayment and interest rates are also relatively inflexible and 
not generous.® 

Fourth, perhaps the most important explanation of the limited usefulness of 
the IBRD is the general world situation and the resultant United States policy. 
On the whole, this country seems determined to make resources available to 
foreign countries consistent with political objectives. Given the scarcity of 
dollars and therefore the difficulties for foreigners in accepting loans rather than 
grants (in the war and postwar periods grants accounted for seven-eighths of 
grants and credits, and three-fourths in the postwar period),’ the United States 
in its donation policy is likely to provide funds over which it retains considerable 
control. 

It has been our policy when large grants (or even loans) had to be made that 
these should be integrated with our foreign policy, the primary objective of which 
is the preservation of peace and the stoppage of the eceenaien advance. Ob- 
viously, the United States Government is in a better position to control the 
direction of foreign aid and the use made of the funds if they are made available 
by this Government than if made available by the IBRD where the United States 
accounts for 31 percent of the voting power. The need of concentrating largely 
on grants rather than loans in itself helps explain the reduced relative significance 
of the IBRD and the EIB. 

This country wants to be sure that any resources made available should be 
given to the countries on the basis of need and contribution to the fight against 
communism, that the dollars made available are used in a manner to disrupt our 
economy a minimum. (In inflationary periods, this may mean careful scrutiny 
of use of dollars in scarce markets; in deflationary periods a pressure to use the 
dollars in this country. In the latter contingency, there obviously would be a 
conflict between the solution of the dollar problem and the United States depres- 
sion problem.) 

3. HOW MUCH MONEY IS NEEDED? 
(a) Estimate of needs 

Several years ago the FAO estimated that over the next 4 years the following 
sums would be needed. 

[1947-48 dollars—billions] 


Percent o 
Estimated Estimated external fi- 
total invest- external nancing in 
ments financing total invest- 
ment 


Developed regions, Western and Centra] Europe and Oceania... 99. ; 17.3 17 


Underdeveloped regions 37. 15.5 41 


* Advisory Committee on Underdeveloped Areas: Economie Strength in the Free World, May 1953, pp. 
29-30. 


q Foreign Aid, A-5. 
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(b) United States contributions, 1945-53 


Actually the United States alone made available more.than $40 billion in g 
years since July 1, 1945, or about $5 billion a year, as compared with an average 
of needs (?) of $8 billion per year on the basis of the FAO estimates. (Plans for 
42 countries and 32 dependencies.) Should the FAO estimates be blown up for 
the rise of prices since 1947-48 and to correct for the exclusion of some countries, 
the estimated needs would actually be about $10 billion per year. 

Of the $39.3 billion of aid made available by the United States Government 
to March 31, 1953, it will be noted that Western Europe and dependent areas 
received about three-quarters of the economic aid, despite the fact that on the 
basis of FAO estimates the underdeveloped countries required about. one-half 
of the total. The explanation of this fact is, of course, the Marshall plan which 
serene the major resources of the United States Government toward Western 
urope. 

It should be observed that the dollar deficit declined from $10.6 billion in 1947 
to $1.5 billion by 1952. The contributions of private capital inclusive of the 
IBRD loans and private gifts in this period of 7 years was less than one-third 
that of United States aid. Here is a breakdown: 


United States balance of payments, 1946-52 
{In billions of dollars] 





1951 | 1952 








| | 
1946 | 1947 | 1948 | 1949 | 1950 
at re “rr 7 ~ ee 7 7 hat 2 = ae ” | t Th ror eT hea * 
Deficit of rest of world with the United States...___- Ba | 10.6 |} 6.0 5.3 0.3 3.1 1.5 
Met by: United States aid (excluding military) .____ | —5.5 | —5.8 | —5.2| —5.3 —3.3 | —3.1 | —2.5 
Sales of gold to United States; use of dollar reserves, | | | 
WD hatat edie bt tr ablididalaioe sila obvi a dcale anata | 1.6 | —4.8 | | a1] © | 1.0 
| | 





1 Negligible. 


Source: A report to the President by the Public Advisory Board for Mutual Security: A Trade and 
Tariff Policy in the National Interest, p. 18 (mimeographed). 


(ce) In relation to dollar shortage 


On the basis of past experience (1945-53) it might be estimated that about $5 
billion of foreign aid is required per year. Most of this would flow as military 
aid in the next few years. As of 1953, it seems that economic aid (aside from 
point 4 programs) might not be necessary to help solve the dollar problem. (The 
loans of the International Bank for Reconstruction and Development and the 
Export-Import Bank are not, however, primarily for solving the dollar shortage 

roblem). But it is well to stress this point: The 1953 situation is the optimum 
rom the viewpoint of Western Europe, for the United States has been going 
through an economic (income) expansion since 1950 not generally shared by 
Western Europe. From 1946 to 1952, United States exports and net services 
rose by $3.2 billion, and imports by $5.3 billion; from 1949 to 1952, the respective 
figures were $2.6 and $4.3 billion. Hence, compared to earlier postwar years our 
imports are high and exports rather low. In addition, Western Europe has 
robably reached an ultimate point in excluding dollar commodities. A recession 
in the United States reflected in less imports, more dollar exports and reduced 
capital exports and grants might greatly increase the dollar deficiency. 


(d) Alternative methods of solving the problem of the dollar shortage 


It is of course possible to solve the problem of dollar shortage by increasing 
imports into the United States. The three alternative approaches are (1) more 
imports, (2) less exports, (3) foreign aid. In recent years, Western Europe has 
tended to reduce dollar shortage primarily by an expansion of exports in third 
markets and in their own markets at the expense of the dollar exports. Insofar 
as they cannot achieve equilibrium through keeping United States and Canadian 
eaports out of their own countries and capturing American and Canadian markets 
elsewhere, they depend on (1) or (3), or a combination of both. 

Undoubtedly, an expansion of exports to the United States is possible. Under 
favorable assumptions of a veel tariff policy, the Bell committee estimated 
imports of the United States might rise by $700 million. Other estimates have 


been somewhat more favorable. But it is not at all clear that a relaxation of 
tariffs is forthcoming, and especially should a recession occur in 1954. At any 
rate, if the gap is several billion dollars, then foreign aid must continue to play a 
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significant. part—even on the assumption of a liberalized tariff policy. But this 
aid will be more effective in achieving the balance the less it is tied up with United 
States exports. 

Another possible approach to the dollar shortage problem is an increase in the 
price of gold. The percentage of gold reserves to total trade, according to the 
International Monetary Fund, has fallen about two-thirds since 1938, through 
the decline since 1929 has been but one-quarter. A rise of the price of gold of 50 
percent would increase British dollar resources by about $250 million per year and 
also might ease deflationary pressures in case of a depression. The additional 
$2 billion of gold made available as $4 billion of gold reserves are converted into 
$6 billion would also in part at least be used to meet the dollar shortage. Unfor- 
tunately, the United States would not be pleased with this solution since the effect 
would be to privide goods not on the basis of political objectives (as is done under 
aid programs) but on the basis of gold holdings. (Incidentally, a rise in the price 
of gold of 50 percent would provide the United States Government with a windfall 
of $12.5 billion—$25 billion of gold would rise in value to $37.5 billion—and thus 
contribute importantly toward a balanced budget without a decline of security 
outlays or a rise in taxes.) 


4. MAKING MORE FUNDS AVAILABLE 


Obviously the more advances through private channels, the less the burden on 
Government. Exchange control, hostility toward private investments inclusive 
of expropriation, and favorable investment opportunities at home have discouraged 
private investments of Americans abroad. 

Some advances could be made in expanding private investments abroad. In 
particular, tax concessions, guaranty by this Government against certain con- 
tingencies—e. g., exchange control, mobilization, war—might increase private 
investments. Furthermore, as public investment builds up basic industries 
(e. g., railroad, power) and services (education, health), the opportunity for 
private investment should increase. Much could be done through organizational 
methods to mobilize domestic savings of underdeveloped countries for productive 
use and thus increase the possibilities of profitable investment for private dollars. 

It is also important to reduce the burden of foreign loans. The result would 
be much larger contributions both from public and private sources. The capacity 
to borrow and service loans depends largely on the rate of interest charged, and 
the terms for repayment. Moreover, as income rises, the foreign countries’ 
capacity to finance an increasing debt grows. Each loan should of course be 
paid off as agreed upon; but there is not an equal need for repayment of all loans, 
any more than a railroad operating for 100 years is precluded from gradually 
increasing its debt as incomes rise. As an economy grows, its external debt 
charge can rise pari passu. 

The table below suggests the difference made according to the rate of interest 
charged and the terms of repayment. Thus with a 2-percent loan without 
amortization, a country need advance but $1.64 billion after 25 years of continued 
lending for each billion dollars advanced to yield $1 billion of new resources to 
the borrowing country. (Six hundred and forty million dollars is the financing 
charges for the loans of $25 billion in the preceding 25 years.) But with a 2- 
percent loan and 20-year amortization it would require $4.41 billion of new 
financing to yield the borrowing country $1 billion of resources. 

New financing re- 
quired to maintain 
$1 billion excess of 

Condition of loan: export’ ¢n billions 
1. 2-percent loan without amortization .. ! $1, 64 
2. 2-percent loan and 20-year amortization .. '4 41 
3. 8-percent loan without amortization-_---_--- pVEGes 2a oe 


1 In 25 years. 
2 In 50 years. 


An industrialization program requiring from $6.8 to $8.2 Villion annually from 
1950 to 2000 would not put an undue burden on underdeveloped economies, on the 
assumption that incomes would rise as have incomes in other economies with 
similar trends toward industrialization in the past. (It is assumed that the rate 
of interest would be 3 percent and amortization start 10 years after an initial 
loan.) I should add that the annual amounts assumed here are much larger than 
could be absorbed by the underdeveloped countries. 
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Estimated debt service and national income, underveloped regions 








[Billions of dollars) 
rr pepe netepepenennnpeeperenepeapiir erence ee 
ee Ist Assumed debt service 
Total 
foreign 
—_— Subject to| Interest 
Istof | rote |Home | bao 
year . 
year percent 
a eee 68 68 6 
Si niptimcimniibabid 182 146 70 
Rendsesiaieinauensandntement 387 213 131 





It should be noted that the International Bank for Reconstruction and Devel- 
opment now charges substantially more than 4 percent on its loans. 

Undoubtedly liberalization of loan conditions are required if the public agencies 
are going to make a greater contribution. It is clear that the underdeveloped 
countries are not prepared to absorb 5 to 10 billion dollars yearly, as was often 
suggested in the early postwar years. The International Bank for Reconstruc- 
tion and Development has done a real service in suggesting the difficulties of 
digestion involved in large loans over a short period. et more is required than 
the less than a half billion dollars likely to be available yearly from the inter- 
national Bank for Reconstruction and Development and Export-Import Bank. 
The British can contribute little also. Perhaps purchases of equities by public 
agencies, agreements to base payments on income earned on projects and also 
introduction of regional lending institutions might help. Loans should be vail- 
able for longer periods and lower rates of interest. Repayment in 15 years (the 
usual International Bank for Reconstruction and Development loan) as agaitist 
50 years almost doubles the annual charge and hence cuts the funds relative to 
capacity to pay by one-half. 

CONCLUSIONS 


The contributions of the International Bank for Reconstruction and Develop- 
ment and the Export-Import Bank toward external financing have been sig- 
nificant but not large. Their failure to achieve more is the result rtly of the 
conditions under which they operate and the intensification of the international 
economic and political crisis which made necessary a great rise in foreign aid. 
Insofar as the Export-Import Bank operates primarily to finance United States 
exports and discourage purchases elsewhere, it does not contribute toward a 
solution of the dollar problem as much as it might. The fact is, however, that 
the Export-Import Bank and especially the International Bank for Reconstruc- 
tion and Development seek to increase the productivity and income of foreign 
countries, and hence to some extent should ease the dollar problem later. (This 
is on the assumption that loans increase the capacity to export and (or) cut imports 
in excess of the servicing charges of the loans.) But it is a great mistake given 
the dollar problem for any institution (e. g. the Export-Import Bank to operate 
with the objective of expanding Uni States exports. These institutions 
should seek whenever possible to procure commodities outside the United States. 
This seems a much more practical a toward dollar equilibrium than 
euts in the United States tariff. Insofar as they do not stimulate purchases 
abroad, they tend to increase the overall dollar gap and hence intensify pressures 
on the American taxpayer. 

It is possible to increase the resources made available to foreign countries by 
cutting the rate of interest and extending the pee of repayment. (Over a 
period of 50 years it is possible to have substantial loans without any net payment.) 
Under more favorable lending conditions the foreign countries could finance much 
larger loans. There would still be the problem of obtaining more resources for 
lending. Here some increase of the resources for the two institutions under study 
some relaxation in their lending practices, implementation with public regional 
financing organizations lending under more unorthodox methods, and increased 
private lending made possible by public guaranty, and other policies—these 
would help. Should problems of deficient demand (depression) arise in the next 
generation, then the pressure to solve our international economic problems through 
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joans or aid over long periods rather than increased imports would increase. 
These adjustments would take longer, and the burden allocated widely among 
taxpayers and investors. 





EXPORT CREDIT INSURANCE AND INVESTMENT GUARANTIES 
A ProcraM For AcTION BY THE UNITED STATES 
Dr. Julius Hirseh, New York, N. Y., March 1954 
Part Il. Tue Serrine or THE PRoBLEM 
SUMMARY 


Since the first draft of this memo appeared in mimeographed form in the fall of 
1953 there has been a notable change in the attitude both of public and of some 
official sources toward the problems of export credit insurance and toward Govern- 
ment guaranties of investments by United States business abroad. 

Awareness is emerging only slowly of the urgent problem posed by our regular 
exports by the rapid increase of our foreign competitors’ government-protected 
credit shipments. 

On the other hand, appreciation of the need for United States guaranties to 
protect and expand useful long-term private foreign investments, is growing 
stronger week by week. The Randall report ! now speaks in very friendly terms 
of the necessity for offering investors greater incentives to increase their foreign 
lending. 

Nevertheless, the practical proposals of the Randall report, except in the field 
of incentives through more favorable tax laws, are stili rather weak, especially 
as concerns the guaranteeing of foreign investment by private United States 
lenders. 

In the following memo we shall try to show- 

1) Fourteen nations now provide export credit insurance and to some extent 
also foreign investment guaranties for their nationals, and the number and scope 
of such transactions is growing even further. 

(2) This “credit dumping” by our competitors in foreign markets is raising 
ever greater obstacles for our own export industries—a distressing situation even 
in a slight recession. 

(3) The need of foreign and especially underdeveloped countries for investment 
capital from abroad is growing and will aggregate 7 to 8 billion dollars annually 
for a number of years. At least 4 to 5 billion dollars a year of this amount will 
have to come from the United States directly. 

(4) The Export-Import Bank will not be able to exand its capital lending 
business substantially; nor is there any hope that the International Bank will be 
able to provide anywhere near sufficient resources to still the worldwide invest- 
ment hunger. 

(5) By far the greater source of capital for the world is the United States capital 
market—even for the so-called international institutions which must raise their 
funds here. 

(6) The American investor himself is not willing to assume the political risk of 
foreign investments unaided. He is the more reluctant since English or German 
investors are protected by their governments through guaranties for long-term 
5- and 10-year credits and through generous insurance of their normal exports, 

(7) Therefore, we propose to provide the necessary incentives to encourage 
American capital to go abroad. 

For investments, this may be done by providing a satisfactory guaranty 
mechanism, and removing it from direct Government jurisdiction, in the future, 
having such guaranties in the first pos arranged by a syndicate of American 
private business including banks and insurance companies. 

This syndicate would give coverage for the commercial risk alone; for the 
major portion of the political risk guaranties they would call upon the Government. 

As an intermediate step the new pattern evolved by the Export-Import Bank 
in its recent guarantee for a loan to New Zealand (see 0. 24) might be used. 

For Export Credit Insurance: The badly needed protection which is claimed 
for normal American exports should be provided, as it is in many countries abroad 
by a syndicate of private business including the major industries, banks, and 


1 Report to the President and the Congress by the Commission on Foreign Economic Policy, January 23, 
1954. 
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insurance companies. They should write export credit insurance without any 
interference from Government agencies but should receive reinsurance of the 
political risk from the Federal Government. 

The very broad experience which foreign countries have had in this field wil 
yield ample guidance to American proposals. 

As an intermediate step firms now engaged in buying export drafts without 
recourse should receive Government reinsurance as soon as the premium for 
taking a risk in this field exceeds 3 percent of the value of the export shipment. 


1. WHY FOREIGN CREDIT INSURANCE AND FOREIGN INVESTMENT GUARANTIES 
ARE DESIRED BY UNITED STATES BUSINESS AND WHY THEY WILL EVENTUALLY 
BECOME INEVITABLE 


The postwar period has seen lengthy debates on the concept of export credit 
insurance and investment guaranties as an aid to American overseas business. 
Probably the major bone of contention in these debates has been the role which 
should be assumed by the Federal Government in such a set-up; but there were 
many other points of discussion. ° 

Similar debates took piace in most of our important competitor countries, 
both before and after the war. But these debates have led to one decisively 
different result from what happened here: 

Despite the fact that many of the pros and cons aired in these discussions were 
about the same as in the United States, the European countries and also Japan 
have developed toward more and more export credit insurance and guaranties 
either directly under Government control or through reinsurance provided under 
Government sponsorship. 

Not so in the United States; here the development has been much more hesi- 
tant. But even here, we believe, long- and also short-term credit insurance is 
bound to become a reality by the pressure of the facts of the developments abroad. 


2. THE ADVANTAGES OF FOREIGN EXPORTERS ARE GROWING 


No fewer than 14 different countries are now backing = their exporters by 
way of export credit insurance or wiper on or by supplying foreign export 
credit both directly and indirectly. his, of course, is to the great competitive 
advantage of their nationals. 

The following schemes are operative: 

(a) Great Britain: Export Credit Guarantee Department (Government)— 
normal export insurance and capital goods guaranties. Also foreign market 
research insurance. Trade indemnity company (private). 

(b) Canada: Government’s Export Credit Insurance Corporation—normal 
export insurance and capital goods guaranties. (SeeHzporters’ Digest, August 
1953 for details.) 

(c) Germany: Private corporation “Hermes” acts as agent of the Federal 
Government in writing export credit insurance and capital goods guaranties. 

(d) Holland: The Nederlandsche Credietverzekering Maatschappij, N. V., a 
private company supervised and reinsured by a State guaranty commission, 
extends coverage of 70 to 90 percent for both political and commercial risks. 
Coverage is also available for market research and other ventures in the dollar 
area up to 50 percent. Such insurance may also under exceptional circumstances 
be provided for other areas of the world. 

(e) Belgium: The Institut National de Ducroire, a Government corporation, 
grants export credit insurance covering political risks, as well as insurance for 
commercial risks where the foreign Peed is a public corporation or govern- 
ment agency. Coverage of 80 to 85 percent is available, with premium rates 
0.30 percent to 1.25 percent for short-term risks, and 3 to 5 percent for long-term 
risks, raven to investment insurance. Catastrophe coverage is also extended. 

(f) France: Has a ‘‘mixed corporation” in which the government is a majority 
shareholder. This corporation, the “Compagnie Francaise d’Assurance du Com- 
merce Exteriur,” provides political and commercial risk insurance, making special 
distinction between its premium rates as to whether the recipient of the goods is 
a private or public entity. Coverage 65 to 90 percent, premium rates % to 2 
percent. Catastrophe risks are also covered, and labor costs for contracted goods 

(g) Switzerland: Export credit insurance is underwritten both for the com 
mercial and political risk by “Federale,” a government corporation. Coverage 
up to 80 percent; premium rates 4 percent of the insured amount. 





percent 
Xpo 


a 





STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 1233 


GRAPH I 


THE GROWTH OF BRITISH 
EXPORT CREDIT INSURANCE 
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Source: British Information Services and Julius Hirsoh 


Insurable exports are estimated as about half of total 
U.K. exports, 


(hk) Sweden: This insurance is run by a government ‘‘Export Credit Guarantee 
Department.” Both commercial and political risks are insured either jointly or 
separately. Coverage is 75 percent—in exceptional cases 85 percent. Catastrophe 
insurance and insurance against capital goods risk is also available. 

(t) Eire: A new government scheme provides long- and short-term insurance 
against marketing risks in the dollar area; also catastrophe insurance. Several 
private insurance companies are joining the Government in working out a scheme 
for full insurance of political and commercial credit risks. 

(k) Japan: A full-fledged export credit insurance scheme was revived after 
the war. At least five different forms of policy cover all risks. This is a govern- 
ment run scheme: Coverage up to 80 percent in value, premium rates 0.48 percent 
to 1.0 percent. The Japanese Import-Export Bank has been empowered to give 
investment guaranties for 5 to 10 years’ duration. 

(2) Italy: This scheme is not yet published in detail since it is just under 
consideration by the Italian Parliament. However, it is expected to provide full 
coverage of export risks. Premium rates are to be between 1 percent to 3 percent 
and coverage 75 percent. 

(m) Norway: This-is a Government scheme providing insurance against politi- 
cal and commercial risks as well as insurance for market research and similar 

rojects. 
. (n) Denmark: The Danish Government issues guaranties against credit, 


transportation, and currency conversion risks, as well as partial coverage for con- 


signment stocks abroad. 
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3. THE ATTITUDE IN THE UNITED STATES TOWARD FOREIGN INVESTMENT GUARANTIES 
AND EXPORT CREDIT INSURANCE 


In American discussions two different problems are often mixed together. 

First, there is financing of normal export business. Here, the American exporter 
is at a decisive and growing disadvantage as compared with almost all his com- 
petitors; and this in addition to the difficulties under which he already labors 
owing to his high wage and other business costs.2 During the last year, the 
situation of the American export industries has deteriorated; and it is bound to 
deteriorate more if closer equality between them and their competitors is not 
reestablished. 

The second problem is that of large-scale investment abroad. Greater inter- 


national lending from the United States is undoubtedly badly needed, now that ° 


the world financiers of a 100-years’ standing, the British, French, and German 
financial powers, have only hopelessly inadequate resources relative to the need, 
as a consequence of two world wars. 

Here the question is more and more becoming the following: 

Shall the dire need of many foreign countries for American investment continue 
to be filled as hitherto by billions and billions of foreign aid or by loans from 
the Export-Import Bank which are refinanced by Government bonds and thereby 
increase Uncle Sam’s national debt in a disagreeable way; 

Or, can this financing henceforth be done by private business? In that case, 
for taking over such a highly desirable function ai the political point of view 
private investors can and must claim a guaranty to alleviate the abnormal risk 
invoived in working in foreign countries. 

Both normal py credit insurance and investment guaranties are, in some 
combination or other, part and parcel of many foreign export credit insurance 
schemes. For discussions, from the American viewpoint, however, we shall try 
to separate them, especially also for the following reasons: 

Since the submission of our first mimeographed draft of this memo, the Randall 
Commission has published its own findings. That Commission’s views on Govern- 
ment guaranties of private foreign investment are much more favorable than those 
expressed in any former official or semiofficial publications, examples of which 
are outlined in the further discussion below. 

The practical recommendations which the Commission risked to make, fall far 
short, however, in our opinion, of the systematic development which is needed 
now, and which will assert itself anyway by the sheer weight of the facts. 

As concerns normal export credit insurance, on the other hand, the Randall 
report is sketchy, making only indirect references to this aspect. The report 
does state, however, that the United States Government ‘‘can mitigate, or 
remove, certain risks peculiar to foreign investments by providing Government 
guaranties or insurance not available from commercial sources.” 

As we show below, what there is available from commercial sources can scarcely 
be called insurance at all. 


A. Foreign investment guaranties 


In a study made in 1936 we tried to discover the approximate magnitude of 
average annual private international investment between 1919-29. he figure 
arrived at included America’s “foreign-loan spree” of the 1920’s. It omitted 
normal credit for regular import-export business. 

We found that the amount in question must have been about 10 percent of 
total world trade on the average, all provided by private investors. 

After World War II, the need for investment capital in all countries was again 
very great and continues to be so. This time, however, the private capitalist 
was not inclined to go through the same experience which he had had in the 
twenties. 

Therefore, the United States Government was more or less forced to step in 
and supply the necessary dollars as outright gifts, loans, and grants. 

Now, there is much talk concerning the possibilities of ending this long giving 
spree. The new slogans are “trade not aid” and “the American private investor 
must fill the gap.” 

Does the American capitalist owe a “duty to the world” to risk his savings in 
foreign investment? 


? Thus, for the manufacturing industries generally, we find that -gverene heat wages for male and 
female labor as a percentage of American wages were: In England 26 percent; in Holland 21 percent; in 
Germany 22 percent; in Frante 21 percent. Very large concerns can overcome vantages by 
locating branch establishments in low-wage countries. This as a rule a a rather important political 
risk; it is almost completely impossible for medium sized, let alone smal] s. See also appendix 2. 





STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 1235 


There is little chance for any substantial increase in American investments 
abroad unless the American investor is going to receive adequate protection, 
however many exhortations and admonitions are directed at allegedly reluctant 
United States lenders. No volume of words aimed at reminding the American 
investor of his ‘‘duty to the world’”’ are going to make him step into the gap. 

Those who so eloquently make the case for expanded private foreign investment 
on the basis of noblesse oblige overlook the fact that many American investors 
who were persuaded to invest their money abroad in the 1920’s suffered bitter 
losses and nobody has forgotten this experience. 
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Even some tax concessions, important as they may be are not at all likely to 
generate a sufficient amount of investment from private sources. While the 
more favorable tax attitudes for foreign investments proposed in the Federa| 
budget for 1955 may help, General Eisenhower, in his budget message felt obliged 
to state that “the investment climate and business environment abroad are much 
more important than our own tax laws in influencing the international flow of 
capital and business.” The tax changes now proposed which are almost identica] 
with those suggested in the Randall report would: p14 

1, Cut. taxes on foreign earnings by 14 percent. rity 

2. Give fuller credits for taxes paid abroad. eacee 

3. Permit the passing on of tax credits to individuals where applicable 

Government generosity.—Lend-lease included, the United $tates has dispersed 
not much less than $100 billion in gifts, grants, and loans since! 1940 at the expense 
of the entire Nation. Most of this money will never be recovered.* 

Such generosity cannot be afforded by the American financier who as a rule 
is only an executive administering the savings of his many shareholders or clients. 
He will never and should never be persuaded to take risk ibeyond those norma] 
for the United States itself. rittt 

The most telling answer to all these suggestions for expanded private foreign 
investment was made by the partner of one of our best) ahd most successfu! 
brokerage and investment houses. He said: bial] 

“We are absolutely willing to make investments abroad provided that our 
reasonable net yield prospect be no smaller and our risk no|gteater than for a 
similar investment in Massachusetts. There is no lack! of good investment 
possibilities in the United States.” beyady 

This is the natural attitude of a practical administrator and |qdviser of private 
citizens who have money to invest. itty : 

But, since we have a substantial interest in maintaining and expanding progress 
in the free world and in safeguarding our industrial and commercial influence in 
foreign markets, we shall have to adapt our system to this way of thinking, as our 
competitor nations are doing with growing success. The Randall report, in 
citing the urgent need for more foreign investment by United States private 
capital, points out that from the United States point of view ‘‘such a flow of invest- 
ment capital to * * * areasin the free world would: (1) Assist'in the maintenance 
of high levels of economic activity and employment in our own country; (2) bring 
opportunities for more profitable investment; (3) aid in the development abroad of 
primary resources; (4) contribute strongly to the economic development of friendly 
sorvign countries; (5) reduce the burden of military aid by increasing productivity 
abroad.” 

What will happen when foreign aid ends? 

The most serious problem that must now be considered from the world economic 
and world political viewpoint seems to be: 

That a dire need for worldwide investment capital will exist when American 
grants and funds for foreign aid disappear. 

The Randall report makes clear as to the future ‘“‘that primary reliance must be 
placed on private investment to undertake the job of assisting in economic develop- 
ment abroad * * *. (The United States Government) should point out that 
United States resources for public loans are limited and inadequate in relation to 


i 
! 
i 


total investment needs, and that public lending or other forms of public financing , 


will not be a substitute for private investment. 

“* * * There are two specific areas in which the Government can take action 
to encourage the flow of private investment abroad. It ean provide an inducement 
to foreign investment by removing certain United States tax burdens and inequi- 
ties. It can mitigate, or remove, certain risks peculiar to foreign investment by 
providing Government guaranties * * *,” 

Even a relatively conservative estimate points to the need for international! 
investments annually in the neighborhood of 7 to 8 billion dollars, to assure world 
stability, growth, and prosperity. This is less for the whole world than the 
rather generous $10 billion of international lending which a United Nations com- 
mittee of experts considered necessary to assure a modest 2- to 3-percent growth 
of the economies of the ‘‘underdeveloped countries, although over 7 to 8 billion 
dollars would not be substantially more, when the changed value of the dollar is 
taken into account, than international investment each year in the period 1923-29.” 

Investments by United States corporations.—For the first portion of this invest- 


ment there need, probably, be little concern. Some 1 to 2 billion dollars each year 


* See, for example, the very elaborate study of the U. 8S. Department of Commerce on Factors Limiting 
United States Investment Abroad, pt. I, 1953. 
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may be forthcoming from those American investors (almost exclusively corpora- 
tions) Who have an especially great interest in investing abroad. 

When we speak of foreign investment by United States corporations, also 
especially in the context of the past few years, we should make a rather important 
distinction: There are, namely, to be distinguished the attitude of some extractive 
industries, whose investments are made primarily to secure their sources of raw 
materials, the trade in which furnishes their real income and economic strength; 
whose foreign investments are to the greatest extent made outside the Western 
Hemisphere, and whose profits are largely reinvested in the countries abroad; and 
the attitude of normal industries that invest mainly for profit abroad. 

Thus, by far the largest United States foreign investors in the postwar period, 
the American companies in the extractive industries such as oil and most minerals 
have not only invested growing amounts abroad since 1945, but have also plowed 
back most of their profits. This they are most likely to continue to do for the 
reasons indicated. This kind of investment, however, is only a kind of additional 
production cost rather than an independent capital investment. It is aimed at 
assuring the availability of large, important imports, either directly into the 
United States or into other areas which buy against dollars. 

Economic growth depends on investment.—For much the greater part of the world 
economy, however, there seems to exist a need and even a hunger for additional, 
broader investments—a need that will continue for a long time to come; a need 
that will have the strongest economic and political implications and repercussions. 

General acceptance has been gained for the idea that every sound modern 
economy has an impulse to grow; more and more do we consider this impulse a 
criterion of economic soundness and progress. 

This holds good, not only for individual countries but for the economy of the 
non-Soviet world as a whole. Such growth needs capital. It needs more capital 
than is and often can be created within the borders of some specific nation. 
Today, as in the past, it needs the help of foreign capital. 

British capital, for instance, built up not only the German beavy industries 
in the 19th century ; it contributed vitally together with capital from other 
countries, too, to the creation of the greatest industries the world has ever seen 
those of the United States. The United States, when still underdeveloped, 
grew up on foreign capital, which has been repaid mostly in our lifetime. 

European and international bank capital badly insufficient.—The projects we have 
financed since the end of World War II through our grants and direct aid may, 
by now, have succeeded in filling most of the gap in production facilities result- 
ing from-the fearful destruction of the war. But from more and more sides we 
hear the plea for more capital—from the underdeveloped countries, and also 
from those more developed nations as are unable to finance the further develop- 
ment of their often very rich and abundant resources 

The European world banker who helped build up such industries is gone; gone 
is his financial power; and worse than this, gone is the free transfer of earnings 
and capital. Political obstacles are everywhere. 

At Bretton Woods, where all the orders of magnitude of the world’s economic 
problem were badly underestimated,‘ the attempt was made to create an official 
international substitute through the World Bank for Reconstruction and De- 
velopment. 

This institution could not be expected to fill a gap of the real size that existed, 
and it will probably be unable to do so for a longer period of time to come. More- 
over, the bank’s main resource for capital is the American market, in which it 
offers a slightly higher rate of interest than the United States Treasury. 

Why, even how, shall we then relv and insist on this 1ather slow and indirect 
mechanism? 

Why not let American capital itself take over directly? 

Export-Import Bank resources insufficient, too. A. great deal of the postwar gap 
was hitherto filled bv the Export-Import Bank. It has done a great job, much 
better than anyone ever expected. But financing via the Export-Import Bank 
has meant increasing our national debt. We are only too close to its limit. We 


can no longer do this type of financing in the necessary amount. 





4 The original plan proposed by Lord Keynes in 1943 called for availability of $25 billion as a minimum 
resource to be ‘“‘created’’ by an international bank. This was whittled down to $6 billion by the United 
States representatives who felt that Congress would not go along with a larger scheme, and put in the form 
of a fund on a subscription basis—i. e. the $6 billion were not to be “new money” but subscribed to a fund 
by the participating countries. This became the International Monetary Fund. Later the amount was 
raised somewhat, but became sterilized for almost all practical lending purposes. The international bank 
was then added, but this meant that in actual fact only $8 to $9 billion would be available, compared with 
the original $25 billion estimated by Keynes. 
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Hence, the innovation long suggested by us, of separating the risk-bearing 
function of the bank from the capital procurement function, which has now been 
adopted by the bank for New Zealand for the first time (see below, p. 24) is 
vital first step forward. 

An expansion and “routinization”’ of this program especially with the help 
of private business will be the greatest means whereby the United States can, 
as it ultimately must, fill the world’s investment gap. 

United States vrivate investment the only solution—Unless the private United 
States investor is guaranteed in his foreign investment “the same surety as in 
Massachusetts’? the needed funds will not be forthcoming; and if they are not 
forthcoming the hope of soon restoring a balance in the world economy, ending 
inflation abroad, and providing a more certain political situation especially in 
the underdeveloped countries, is dim. These hopes may in many of them grow 
almost proportionately as our private foreign lending is given the opportunity 
to increase. 

None has said this better than the Chairman of the International Monetary 
Fund, Mr. Ivar Rooth in a speech delivered in December 1953. 

“There is one * * * field in which the United States can take the lead in 
restoring balance in the world economy. The European countries, which were 
large foreign investors in the past * * * will not be in a position to increase 
their foreign investments until they secure a surplus in their payments. In 
the meantime, if the underdeveloped regions are to have an opportunity to 
expand their productive capacity without resorting to inflation, it will have to 
be through a larger capital flow from the United States than at present. 

“In the underdeveloped countries there must be some moderation in their 
policy of rapid development at any cost * * * (But) if foreign capital is avail- 
able on a generous scale a policy of balanced development can be made effective. 
It would enable the underdeveloped countries to import on a large scale, widen 
the sources of supply for foodstuffs and raw materials and make it possible for 
industrialized countries to earn dollars in third markets.’ 

One further consideration is this: In almost all the underdeveloped countries 
there is great and constant pressure for higher living standards. These pressures 
can in the end be neglected only at the risk of severe political unrest. The 
necessary concession to consumption can, however, only be made at the expense 
of some, often a good part of the economic progress involving capital outlays, 
unless sufficient foreign investment helps to fill the gap, and provides investments 
which will help these nations to progress and stand on their own feet. 

Risk insurance necessary.—Actually, if and when we decide no longer to be 
burdened with outright gifts and grants abroad for many more years, the problem 
will most likely be not whether the resultant gap will be filled, but by what alter- 
native mechanisms and by whom. 

Will it be done directly or through intermediaries? 

It is not impossible that England and Germany will try to be the intermediaries, 
even by themselves borrowing the money in the United States. Something similar 
was the case immediately after the First World War when England was no longer 
strong enough by herself to finance the continental export drafts. Instead she * 
sent them to the United States to be refinanced there at very low cost. 

On the other hand, should the more normal development not be that private 
initiative in the United States is given an opportunity to do such business at 
first hand, especially since we are the greatest capital producers in the world? 

Such business can be done and should be done by thorough scrutiny of the risks 
of foreign credit and investment, and their coverage by insurance and guaranties 
on reasonable terms, thus accelerating economic progress throughout the non- 
Soviet world with the full and direct power of America’s capital creating strength. 


B. Export credit insurance 


Until quite recently the attitude of the Federal authorities, especially the 
Export-Import Bank, toward normal export credit insurance was almost entirely 
negative. This was so, although the 14 above-mentioned foreign export credit 
insurance schemes have almost all worked to the great satisfaction of the nations 
in which they operate—and have made rather considerable profits to this day. 

Some United States Government opposition has persisted almost unchanged 
in spite of lengthy congressional and other debates and various bills, of which 
only two, MSA guaranties and war-risk insurance, have become law. 





5 See among others: 70th Cong., Ist sess., 8. Res. 28, American Small Business in Foreign Trade, June 18, 
1945; 79th Cong., 2d sess., 8. Res. 28, Export Insurance Act of 1946; 83d Cong., ist sess., 8. Res. 1413, Export 
Insurance, Apr. 13 and 14, 1953. Also the Murray bill, S. 849, 88d Cong., 1st sess. 
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The negative attitude may partly have been based on the fact that many indus- 
trial executives were reluctant to agree to or to avail themselves of any direct 
Government aid, perhaps even of indirect Government sponsorship. 

However, now one of the most important props of American industry in foreign 
markets is dwindling rapidly; throughout 13 years there were shortages of raw 
naterials and finished products in most markets abroad. But this is no longer 
so—on the contrary: 

The stagnation of our exporting industries, especially outside the field of agri- 
cultural commodities, is becoming more evident day by day—partly because of 
the inferiority in that area in which United States ought to be strongest, namely 
in granting credits in foreign markets. 

Hence, during the last year a marked change has come about in the views 
| yoiced by more and more United States exporters; no longer is the banner of export 

credit insurance carried by small business alone. 

The demand of many of our exporters for credit insurance to put them on an 
equal footing with their foreign competitors will have to be given consideration 
before long. Our present negative attitude is helping our competitors in an 
ever-growing segment of the world markets to offer better terms than we and, 
thus, to take business away from us. 

lhe following are some representative statements concerning the credit problem 
facing our exporters as compiled by the National Industrial Conference Board: 

(a) “Short delivery periods and satisfactory credit terms for capital goods 
purchases have become the deciding factors in the Latin-American business, 
which is now more competitive than before.”’ 

b) ‘‘While the aggregate German export volume in 1951 rose by some 43 
percent over 1950, exports to Latin America almost doubled. This was possible 
because Germany, while utilizing hitherto underemployed output capacity, 
was also entering into credit arrangements with several Latin American Republics.”’ 

(c) ‘‘European businessmen all appear agreed that the Latin American market 
has become highly competitive in the past 2 years; the deterioration in Latin 
America’s ability to pay for the goods imported has been in part responsible. 
As regards capital goods, this lends even further emphasis to what in such trans- 
actions has always been very important, namely the credit terms which the 
would-be supplier of this type of goods can offer to the potential customer. 
According to most English manufacturers, satisfactory credit terms now are far 
more important in securing large orders than the actual price, and short delivery 
periods rank second only to credit terms.” 

(d) ‘In the Near, Middle, and Far East markets the extent of * * * capital 
goods deliveries in the next few years will, of course, be in part determined by such 
credit facilities as * * * manufacturers and exporters can make available.” 

It seems too much to ask even from the superior techniques, research and know- 
how of this country to overcome both the wage and growing credit disadvantages 
In fact it must be considered a superior performance that the American export 
industries have still been able to hold their own as a whole. Evidently, it would 
have been impossible without the larger output per man-hour and the larger 
domestic capital base which American industry has enjoyed. But this cannot 
be expected to go on to an ever-increasing and ever more rapid degree. 

Shall we discriminate against our export industries for purposes of national 
policy? 

Lately the reasoning of our Export-Import Bank has been along the following 
lines: 

“The bank in recent years has consistently opposed measures which would 
indiscriminately stimulate United States exports on credit terms without taking 
into account the overall economic capacities of foreign countries to pay for their 
needed dollar imports. That kind of indiscriminate, artificial stimulation of our 
exports cannot be long continued on a credit basis 

‘Ultimately and probably very soon in the case of most countries it would force 
the contraction of their imports from the United States even below previous 
levels.”’ ® 

Since this statement was made, the foreign currency situation of many countries 
has improved. For a number of important nations the “dollar gap” has been 
decidedly whittled down. It has practically almost vanished for Belgium 
Holland, Germany, and some other Western European nations, and has been 
narrowed down for the sterling area. This plentitude of foreign currency may 
however, be only transitory, based as it is on low prices for raw materials and 


ti 





* See hearings on Export Insurance on S. 1413, April 13 and 14, 1953, 83d Cong., p. 13, statement of Mr 
Edgerton, Chairman of the Export-Import Bank 
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high prices for manufactured goods—a relationship that favors the European 
manufacturing countries. There certainly still exists a need for dollars especially 
if and when ‘foreign aid” is reduced—but this gap is very probably going to be 
taken care of not through more exports to the United States, or curtailed imports 
from the United States—but through an inevitable increase in American credit, 
also largely provided in some way or other by the United States export industries 

Restoring credit balance could save billions——Such credit extension will not 
only increase purchasing power directly, just as any loan (for example, by a bank) 
has always done, but it will definitely alleviate one difficulty that has contributed 
directly to the postwar dollar shortage. That difficulty arises from the fact that 
whereas the United States buys a large proportion of its imports on credit terms, 
American exports are usually on a cash or letter of credit basis. This has meant 
that foreign countries have been forced to accumulate and keep a huge working 
capital reserve balance of several billion dollars in order to do business with the 
United States under these conditions. As soon as some parity is restored again 
between our buying and selling terms some billions will quite automatically 
be released for use. This will represent first rate progress, by itself. 

The importance of maintaining and expanding normal exports for the United 
States —It is true that the prosperity of most of our business does not depend 
as heavily on exports as it does in Great Britain and Western Europe. But, 
nevertheless, the American export and import industries directly and indirectly 
employ well over 4 million people; with their dependents at least 10 to 12 percent 
of the Nation, probably more. 

Moreover, for a substantial number of important industries overseas markets 
are sorely needed as a marginal sales area whose existence enables our industries to 
insure increasing productivity and adequate profits through greater output 
Sustained and even expanded exports are, therefore, of such vital importance 
that ways and means within prudent limits must and will be found to overcome 
every difficulty. 

European experience with its great volume of business has duly demonstrated 
that export credit insurance lies well within these limits. Such insurance abso- 
lutely does not lead to reckless credit expansion. Sufficient hedges can be and 
have been incorporated into every system abroad, by making the exporter bear a 
fair, yet important share of the risk; through adequate scrutiny of his accounts 
and his past record; and by the fact that the insurance companies or syndicates 
who should participate in this scheme, will have money at stake, too, and are not, 
therefore, likely to countenance reckless ventures. The most convincing fact is, 
perhaps, this: 

No foreign export credit scheme has suffered a net loss since the war. 

The argument is often raised that by fostering American exports our right hand 
is depriving foreign countries of vital earnings while our left hand is trying hard 
to boost the purchasing power of these same countries by way of economic and 
military aid. 

To this, however, the answer is that if we desire to help foreign countries, it 
must be done by the entire Nation. A single segment, manely the industries 
which wish or even need to export, should not bear the brunt of the burden alone— 
their competitive ability should not be sacrificed to this end. 

Incidentally, the United States Government already underwrites other im- 
portant segments of our economy in a manner analogous to that advocated here 
for the export indestries. The benefits received by the homebuilding industry, 
for example, from the Federal mortgage insurance program can hardly be over- 
estimated. We believe that export credit insurance would similarly promote 
the public welfare at no cost to the Federal Treasury. 

The Brazilian case.—The urgent need for an organized export credit insurance 
scheme was just recently demonstrated by the “bailing out loan” which the 
Export-Import Bank had to give to Brazil. 

Export credit insurance a posteriori? 

Anticipating a more favorable foreign exchange position owing to the Korean 
war than actually occurred, Brazil’s importers overbought to such a degree that 
their dollar supply dwindled and the payment of commercial debts came almost 
to a halt. American exporters found themselves holding claims of at least $300 
million. Some of them even tried to seize part of the gold and dollar supply 
belonging to the Banco do Brazil in New York. Nonpayment of the outstanding 
drafts would have bankrupted many United States exporters. 

The help which the United States Export-Import Bank then gave to Brazil 
by an outright loan of $300 million was indeed vital, especially for the business 
community and also for Brazil’s reputation. 
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But in this way the bank evidently performed nothing more or less than one 
vital function of an export credit insurance scheme, though such a scheme is not 
vet in existence. 

This belated “‘insurance,’”’ however, was a much more cumbersome proposition 
than it need have been, had there been a logical and integrated export insurance 
scheme in the United States, based on premiums instead of public dollars and with 
the screening inherent in any insurance scheme. 

An insurance system such as. proposed here, would have recognized the over- 
buying early and warned against it, long before anybody could have been seriously 
hurt. That is what Britain’s insurance system did. 

While the British insurance system had to make some payments on the Brazilian 
business, they were kept to relatively small proportions by the fact that the prob- 
lem was recognized early and credit exports were discouraged. In 1951, a date 
after which American firms still plunged heavily into the risk, the British premium 
on Brazilian shipments was raised sharply; and the British corporation suspended 
the writing of all Brazilian insurance in May of 1952. Ultimately, factual losses 
will not occur for the British insurance system, as a repayments agreement has 
already been signed, but not on as favorable terms as the United States Export 
Import Bank was able to obtain. 

The Randall Report has enumerated a number of advantages which will flow 
from an increase in United States investment abroad. They were summarized 
on p. 10. Almost all of these advantages are equally to be anticipated from the 
expansion of normal export credit business. he following should not be the 
least, however, of the arguments in favor: 

Export credit insurance—an important aid in the cold war: It is of interest to 
our political prestige to have our products show up in foreign markets. The 
United States in its cold war strategy has often stressed the material benefits en- 
joyed by those living in the free world. American appliances and other industrial 
goods are the envy of the other countries and an incentive for them to raise their 
own productivity. 

Yet, unless we enable the American exporter to send these goods abroad under 
appropriate credit conditions or to build factories abroad where these goods can 
be produced, this very practical demonstration of our superior economic perform- 
ance for better living might fail. Pictures, movies, and illustrated catalogs can 
never replace ownership of the real thing. 

Securing the capital and credit basis of the American exporter will be one of the 
most efficient means to enhance the American forms of consumer credit and increas- 
ing mass purchasing power abroad 


4. INTERNATIONAL CREDIT INSURANCE PROPOSALS 


At the meeting of the International Monetary Fund and the International 
Bank on September 9-11, 1953, it was proposed that an international export 
credit insurance and international investment guaranty program should be 
initiated. 

If anything, this was a plea by would-be borrowers of American private capital, 
to achieve elimination of those impediments which now hinder United States 
private investment in promising opportunities abroad. 

It was the Egyptian Finance Minister who emphasized the growing need for 
private capital investment. To overcome the fear of potential investors in the 
United States and elsewhere concerning nationalization risks and transfer hind- 
rances he suggested that an international export credit scheme should be created; 
mainly, as we understood the speaker, along the lines of the British export credit 
schemes, but accessible to all nations of good will. This scheme was received 
with such interest in the open discussions of the meeting and in private talks that 
last year’s proposal to create an “international RFC” for industrial expansion 
was almost completely submerged. 


International investment agreements 

The governor of the Bank of Mexico then pointed out that although a total 
export credit scheme such as the one proposed by the Egyptian Minister was not 
likely to materialize soon, ‘It is comparatively easier here in America to enter 
into an agreement with a Latin American country to guarantee convertibility up 
to X amount * * * whereby the nationals of United States would be assured of 
convertibility.” 

Thus, he seemed to favor at least limited bilateral transfer guaranty agreements 
between two States. 
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The Randall Report evidently had these kinds of agreements in mind when jt 
stated that: 

“To some extent the general climate and legal environment for private invest- 
ment may also be improved through the negotiation of international treaties 
relating to foreign investment. Although it must be recognized that such treaties 
more often record the existence of a favorable climate than create it, the discus- 
sions which take place in the attempt of two governments to reach agreement 
may in themselves be beneficial. The United States Government should con- 
tinue to use the treaty approach to establish common rules on the fair treatment 
of foreign investment. Negotiations should be undertaken first with like-minded 
countries, and gradually be extended as additional countries become convinced 
of the desirability of a friendly attitude toward private enterprise.” 

Of course, the concession that ‘such treaties more often record the existence of 
a favorable climate than create it’’ weakens the argument somewhat. Never- 
theless, it still seems that such agreements might greatly encourage the investment 
of capital between countries provided only that the lending nation could be con- 
fident that subsequent governments would not repudiate such an agreement 
Of course, such bilateral agreements would not be fully equivalent to a real export 
credit scheme. 

A total scheme of the type proposed by the Egyptian finance minister would 
need much study and long deliberations, however, and therefore cannot bring 
any immediate results. But, if it were to materialize or if export credit insurance 
became universal by some other way, the final effects might have some of the 
same results as the first famous international commodity agreement which resulted 
from the Brussels Sugar Convention of 1903. That agreement led to the abolition 
of all export subsidies for sugar on a worldwide basis. 


Part IJ. PracticaL CONSIDERATIONS AND PROPOSALS 


rHt UNITED STATES EXPERIENCES WITH EXPORT CREDIT INSURANCE AND 
INVESTMENT GUARANTIES 


That export credit insurance is a feasible proposition not only for foreign 
countries but also for the United States is demonstrated by the fact that for a 
number of years a private company wrote such insurance in this country. 


The American manufacturers foreign credit insurance exchange 


From January 1921 to December 1932 the above company wrote insurance on 
several hundred million dollars worth of export shipments.’ The company or- 
ganized by the American Foreign Credit Underwriters as an affiliated insurance 
exchange worked on the mutual principle granting exporters credit insurance for 
short-term business up to 6 months. The exchange covered the commercial 
risk of insolvency and prolonged default. 

When the great depression came, however, this mutual exchange was confronted 
with a situation on which it had not reckoned, namely, growing exchange difl- 
culties, devaluations and transfer delays. The insurance exchange was conse- 
quently forced to suspend its underwriting. 

The same chaotic foreign exchange conditions which forced the exchange to 
give up underwriting still prevail, perhaps even in aggravated form. It is, there- 
fore, doubtful whether a private company in the United States without some kind 
of recourse to the Government for reinsurance could do export credit insurance 
business beyond that already provided for by the discount companies. 

Matters stand somewhat differently, however, with the problem of: 


Investment guaranties 


A good deal of the investment abroad deemed necessary or expedient for United 
States interests has been provided for by the Export-Import Bank—almost 
$2 billion; and much less by the International Bank. 

For various purposes, however, the Government has tried to supplant this 
direct lending by something like an “embryo investment guaranty program.” 

Two steps were first taken tentatively and reluctantly. They have not proved 
very successful as yet, namely, Mutual Security Agency (MSA) guaranties and 
war risk insurance. 


7 About the pre-World War II development abroad see E. M. Shenkman, Insurance Against Credit Risks, 
London (King & Son), 1935. G. Roeschli, Die Sta» l'che Exportkreditversicherung, Zurich, 1930; C. Simon, 
Die Ausfuhrkreditversicherung, Zeitschrift fur die gesamte Versicherungswissenschaft, vol. 36, Berlin 
1936, pp. 350-374. 
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vestment guaranties: MSA 


Coverage under this program has been made available, for investments made 
abroad by American firms, to cover the risks of currency transfers, of expropria- 
tion and of confiscation. ‘The program has been handled through the Export- 
{mport Bank under the direction of the Mutual Security Agency. However, for 
everal reasons MSA guaranties in their present form as a Government venture 
have proved a practical failure as witness the fact that only $42.3 million out of a 
possible authorized fund of $200 million have been utilized up to now. Practically 
half of this amount has been used by oil companies 

The major drawback to MSA seems to have been the very sharp controls to 
which each applicant for a guaranty was subjected by the Federal authorities. 
While similarly striet controls might perhaps be required by some private enter- 
prises, business firms would be much less reluctant to give the necessary informa- 
tion to their banks (also to a syndicate of banks and insurance companies) than to 
the Federal Government. 

Moreover, MSA premiums for investment guaranties have generally been 

nsidered quite high compared with rates paid abroad. There was, moreover, 
no coverage against the major risk of loss as a result of war or civil disorder. 


War risk insurance 


Quite recently the export trade was able to make a small breach in the older 
)bjections against quasi-insurance guaranties. A new law now provides insurance 
for merchandise in consignment overseas against losses through war and expropria- 
tion (Public Act No. 30, 83d Congress, Ist sess., May 21, 1953). While this 
insurance can be applied to all kinds of industries, it was actually introduced to 
elp our sadly lagging raw cotton exports. 

Coverage is strictly limited and for the time being guaranties under this law 
may not exceed $100 million at any one time. Half of this amount is already ear- 
marked for cotton shipments. As far as one can make out costs of this insurance 
are higher than the charges in other countries for even wider coverage. 

It has now been proposed (also in the Randall report) that MSA investment 
guaranties should also be made to cover risks of war. This will remedy one great 
basic defect, and might help to expand some more direct investment by United 
States companies abroad, but it will not be enough. 


Export-Import Bank investment guaranties: The New Zealand model 


Much more impoitant for American overseas investment than this, however, 
may be the entirely new and precedent-making form just initiated by the Export- 
Import Bank in response to the mounting pressure for guaranties. 

As announced on February 14, 1954 the Export-Import Bank has arranged a 
long-term development loan with a private firm in New Zealand, and will fully 
guarantee the American lender—a syndicate of banks and insurance companies— 
against loss. The fee to be charged by the bank for its guaranty will be the differ- 
ence between the rate to be paid by the overseas borrower, set by the Export- 
Import Bank, and the rate charged by the American private lender, as determined 
by competitive bids. 

Completion of this transaction seems to mark the first time that a long term 
‘evelopment credit has been made by a private lender and guaranteed by the 
iixport-[mport Bank. Previous Export-Import Bank activities have only in- 
volved either direct loans of Government funds, except where the bank has acted 
as an agent for the MSA insurance program, short-term guaranties for private 
commodity loans. 

While this new form of credit insurance by the Export-Import Bank certainly 
represents great progress, it may not yet, fully correspond to the apparent desires 
ind needs of private American business, especially as it still involves a great deal 
of direct Government action. However, inasmuch as it acknowledges the need 
and possibility of such Government coverage for foreign loans it breaks the ground 
in an important way, and points out a number of possible mechanisms which could 
appropriately be incorporated into a broader insurance scheme such as proposed 
in section 3 below. 


2. THE PREREQUISITES OF AN AMERICAN INVESTMENT GUARANTY SCHEME 


The preeeding 3 pages have shown how some of the schemes attempted in the 
United States have worked out, and have given some indication of their individual 
drawbacks and advantages. 





§ On a total of $42 million the income was about $1 a year. This means a premium of 244 percent for this 
part-insurance only. 











1244 STUDY OF PXPORT-IMPORT BANK AND WORLD BANK 


Any systematic set of proposals for providing investment guaranties and short- 
term export credit insurance must take cognizance uf these experiences. On the 
basis of them it seems possible to lay down a number of fundamental precepts by 
means of which only, a successful program can be achieved. 


Investment guaranties 


Before going into details, a distinction must be made between two different 
wes of investment credit. 


direct investment credit, such as already mentioned previously, and, portfolio 
investment credit. 

Direct investments are those involving a significant element of control, owner- 
ship and management. They have been the major type of United States invest- 
ment abroad since the 1930's. 

Portfolio investment is, on the contrary, noncontrolling investment involving 
no important element of ownership, control or management. It may consist of 
either equity or debt, but in American experience has consisted almost exclusively 
of debt (except for Canadian equities) and almost always of dollar debt. : 

The distinction between these two types of investment is especially important 
in one respect. Inasmuch as direct investment will probably preponderate under 
any expansion of American capital flow overseas, it will have the advantage that 
it will alleviate the problem of ‘‘transfers.’’ That is the problem often raised, that 
if the United States encourages foreign lending it would soon set up a grave prob- 
lem of heavy “debt service” and large “earnings transfers,” thus “nullifying itself 
in the end.” 

Such gloomy prophecies overlook the fact, however, that direct investments pre- 
sent much less of a problem in this respect than portfolio investment. 

Whichever form expanded overseas investment takes, however, the following 


common points will be decisive in determining the feasibility and acceptability of 
any guaranty proposals: 


The four major problematic areas: 
(1) By whom shall the guaranty be given; 
(2) What kind of investment shall be eligible for guaranties; 
(3) The scope of guaranty coverage; and 
(4) The cost. of such guaranties. 

As concerns the problem of who should grant the guaranties the paramount 
lesson to be drawn from past experience is that the business community is ex- 
tremely reluctant to avail itself of any guaranties unless this is handled primarily 
by private enterprises. 

Specifically it seems necessary to assure that investment projects may be 
insured with a minimum of special Government scrutiny and control. 

As concerns point 2—Eligible Risks: 

Under any legislation passed on a guaranty scheme, there should probably be 
no detailed specifications of risks eligible for guaranties and there should be no 
statutory requirements of special agreements with foreign countries to make 
them eligible for guaranteed investments. 

All risks peculiar to foreign investments should be eligible for consideration by 
the private parties handling this insurance and each should be judged on its 
particular merits. 

The problem does arise, whether the guaranties should be limited to new 
investments or whether it might even be possible to guarantee investments already 
in existence, and in good standing. Guaranties of existing investments would have 
the advantage of spreading the risk over a much wider area, as is usually thought 
appropriate in insurance transactions, and would untie the hands of many who 
consider their already existing investments to be the maximum risk they can take. 

Moreover, it would overcome one of the objections which has been in the fore- 
front as far as the business community has been concerned, namely, that to 
guarantee only new investments might be, in many respects, discriminatory. 


The scope of guaranties 


The prerequisite of any satisfactory scheme woul be that it provides coverage 
against inability to transfer capital and earnings; nationalization or expropri- 
ation without fair compensation including especially “creeping confiscation”; 
protection against war risks and civil disorder and in some cases perhaps, coverage 
against default on principal and/or interest. 

Thus, coverage on the whole should be such that long-term foreign credit for 
investment could be granted with the same surety as domestic credit. This would 
not mean that the lender would be guaranteed against all and every loss, especially 
not against all losses due to ordinary commercia] difficulties. But rather he could 
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recover from 70 to 85 percent of his money in the case of such “political disturb- 
ances” a8 are outlined above; and perhaps to a more limited extent for commercial 
risks. 

The writing of guaranties could at particular times and under specific circum- 
stances be suspended, however, for certain risks if they seemed excessive or if 
conditions were such that a volume of additional investment in any one country 
would threaten to overburden the guaranty system because conditions in that 
country threatened the safety and feasibility of any additional investment. 


The question of fees 


Is one that cannot easily be settled beforehand and in detail. However, 
several broad viewpoints would be these: 

(1) The cost of all risk coverage to the investor should be as low as possible to 
attract the largest possible volume of guaranteed investment in order to secure 
an adequate volume and distribution of risks, 

(2) Fees must be kept at a realistically low level in order also to facilitate 
investments of the direct type, for instance, which do not yield large money 
profits but which are of vital importance to the United States by assuring her of 
raw material sources. 

Also, much lower fees could be charged for investments in these countries with 
which the United States has a treaty concerning investments, such as proposed 
by the governor of the Bank of Mexico and endorsed by the Randall Commission. 
The extension of such treaties should always be encouraged, especially for this 
reason, among others. 

(3) Since it is obviously unlikely that any reasonable “actuarial basis” could be 
formulated in advance for such a guaranty program, it might be more advisable 
to proceed on a basis, such that a rate would be fixed which will lead to some 
desirable accumulation of a basic fund out of which claims could be paid. The 
size of this fund might be determined by the prospective volume of anticipated 
investment, and perhaps based on the experience of foreign countries that a 2 
percent premium accumulating rate has, as it appears, sufficed in all circumstances. 


Other objections 


Meticulous observance of these basic prerequisites will no doubt tend to over- 
come the main drawbacks which have heretofore deterred, part of the business 
community from favoring investment guaranties. 

Of course, inasfar as the objections of the business community have been based 
on other, general principles, they may still not be overcome by these proposals; 
but many organizations which have expressed themselves unfavorably in general, 
would in fact have been willing to take guaranties in specific circumstances, if the 
terms had only been sufficiently attractive. 

Certainly some questions raised by business are justified. Sentiment has often 
been, and this is underscored in the Randall report, that the American Govern- 
ment instead of going directly or indirectly into the business of investment guaran- 
tees, should more properly attempt through its diplomatic channels to create a 
climate in foreign countries suitable for American private investment. 

Furthermore, some businessmen have voiced the view that the offering of in- 
vestment guarantees by us may weaken the incentive of capital importing coun- 
tries to give fair treatment to foreign investors. 

Neither of these suggestions, however, has prevented our foreign competitors 
on their part from extending very liberal medium and long-term credit abroad on 
a guarantee basis. Moreover, experience seems to show that countries might be 
very much less willing to expropriate property directly or indirectly under United 
States Government sponsorship and protection. Foreign governments have in 
general been anxious to maintain their credit with the United States Govern- 
ment, and defaults have been negligible. Furthermore, the United States Gov- 
ernment has sanctions it can apply to foreign governments which are not available 
to private citizens. 


3. TOWARD A SYSTEMATIC EXPANSION OF UNITED STATES PRIVATE INVESTMENT 
ABROAD 


If in the future to Federal Government is going to place the responsibility for 
providing the necessary capital on the shoulders of private enterprise, and is 
going to limit its own role perhaps to the granting of guaranties against the 
political risks of foreign investment, this will entail the constitution of an entirely 
oy ey shem and mechanism, the most important constituent and prerequisite of 
which will be a— 
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Private foreign investment insurance syndicate on a mutual basis 


This syndicate should be composed of exporting firms, insurance corporations, 
industry representatives and such financial corporations as might have an interest 
in the ever-widening foreign investment business. 

This syndicate should more and more take over the scrutinizing and guaranteeing 
of projects for foreign investments, with regard to the commercial and political 
risks. 

The commercial risk where applicable should be covered exclusively by the 
private syndicate. Guaranties for the political risk should be a joint venture 
between the syndicate and Government investment and export reinsurance 
agency. 

In the beginning the private syndicate and the Government agency should 
make some general and broad agreements concerning the actual costs of the 
insurance and the distribution of the premiums, so as, thereafter, to leave the 
syndicate with the widest area of discretion in everyday matters. 


How the private syndicate might be organized 


The details of the organization of the private syndicate might perhaps run 
along the following lines. 

It could either be framed according to the former proposal of Mr. H. C. Sonne, 
chairman of the National Planning Assoviation, oa a regional basis, or it could be 
built on a nationwide business line model. 

It would seem more expedient to use the business line basis since most of our 
foreign trade is tied to a relatively small number of our larger cities and business 
is accustomed to handle questions on legislation through nationwide trade 
associations. 


Protecting regional interests 


However, in order to protect fully our regional interests, it would appear de- 
sirable to have 1 member of the Board sponsored by each of the 12 Federal 
Reserve banks. He would not necessarily be a representative of the Federal 
Reserve bank in question—rather he could represent any of a number of the inter- 
ested parties indicated below. However, his appointment should be subject to 
the approval of one of the Federal Reserve banks first. : 

The first board of the foreign investment syndicate might consist of a chairman 
nominated by the President and 10 members representing large exporting manu- 
facturing industries; 5 members representing mining and oil corporations; 8 
members representing financial organizations including insurance corporations; 
3 members representing agriculture including cooperatives; 6 members represent- 
ing export trade; 3 members representing import trade; 5 representatives of public 
interest and scientific experts; total, 40. 


The Government agency 


The Government counterpart of this syndicate, the Government Investment 
and Export Reinsurance Agency, would perhaps best be a part of the United 
States Department of Commerce working in close contact with the Mutual 
Security Agency and the Federal Reserve Board, and including a large part of the 
Export-Import Bank. 

Apart from its function in granting reimsurance and, on occasions, providing 
the private syndicate with broad directives prompted by the political and general 
economic needs of the United States, the Agency should take upon itself as one of 
its major functions the initiation, negotiation, and surveillance of agreements 
between the United States and foreign countries concerning the security of United 
States investments abroad. 

This Government agency should pay no role, however, in the detailed, everyday 
business decisions concerning private investment abroad. It should have no 

ower Over premiums, or decisions and investigations concerning the commercial 
easibility or desirability of any individual proposed investment, These respon- 
sibilities should be left up to the private syndicate, which, in view of its substan- 
tial pecuniary interest in each transaction may be relied upon to exercise all due 
discretion. 

The Government agency should present the political aspects of any investment 
to the syndicate, clearing the necessary political questions with the administra- 
tion. The agency should be empowered to withhold its participation in the 
guaranty of any project which would conflict with the foreign policy of the 
United States. 


* See American Small Business in Foreign Trade, hearing on S. Res. 28, 79th Cong., Ist sess., June 18, 
1945, p. 22, 
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The capital requirement for a start might look as follows, in anticipation of net 
nvestments during the first 5 years up to $10 billion: 
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jovernment agency ‘ e 130 | 130 
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Veasures for a transition period 


Until such a program has been consummated, other means must be found to 
encourage and facilitate quickly needed important United States private invest- 
ments in foreign projects. 

This might best be done in the manner now evolved by the Export-Import 
Bank in its loan to New Zealand. 

From its successful operations of the past few years the Export-Import Bank 
has accumulated some $300 million of profit. This might serve and should be 
more than sufficient for a preliminary reserve on the basis of which the Export- 
Import Bank could undertake a wide extension of its guaranty program along 
the lines of the New Zealand scheme. Even if it were to cover both the political 
and the commercial risk in full, and not even counting the premiums it would 
receive in the form of the differential between its lending and borrowing rate, 
the $300 million could probably serve as a basis for an expansion of guaranties 
n the amount of near $10 billion. 

We, moreover, urgently recommend legislative action to implement such 
proposals, especially also by way of adapting existing laws which would hinder 
the participation of banks and other financial institutions in the proposed insurance 
and guaranty operations. 


‘1. THE PREREQUISITES OF AN AMERICAN EXPORT CREDIT INSURANCE SCHEME 


The prerequisites of a satisfactory export credit insurance scheme are both 
similar to, and in various respects different from, those of investment credit. 

Their major point in common is the extent of Government participation and 
interference—this must be kept to a minimum, also here, to make any scheme 
workable in the longer run. 

With respect to extent of coverage, eligibility of transactions, and fees, different 
consideration must, however, come to the fore. 

Before entering into detail we should make a distinction between the two 
major credit types involved, namely, short-term credit and medium-term credit. 

Short-term credit arises in the course of ordinary commercial transactions in 
which goods are shipped abroad and credit granted for no longer than 1 year’s 

duration either on sight or term draft or on open account. 

Medium-term credit arises through similar operations but extends for 1 to 3, 
possibly 5 years. It comes into play especially when a longer production process 
is involved, as in the case of custom-built machines and other equipment, which 
first are manufactured in the United States before being exported. 
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Perhaps no coverage for credits of less than a year’s duration? 


From recent discussions it appears that the sentiment of some prominent 
experts does not favor export credit insurance for American exporters who sel] 
on credit extending less than 1 year. 

These experts agree that for export credits of longer than 1 year’s duration 
perhaps from 1 to 3, possibly 5 years, some kind of insurance might be worth 
considering. Here also the experts want to maintain the distinction between 
commercial credit insurance and investment transfer guaranties. It is somewhat 
unusual, bowever, to have to choose between these classifications when the time 
omy begins to exceed 1 year. Commercial credit is usually given on a shorter 
»asis than 1 year. 

The reluctance to make credit insurance available on a short-term basis seems 
to stem from two different objections—fiust, that such credit insurance could lead 
to a mushrooming of less desirable risks and transactions; and secondly, that 
sufficient capital facilities for such export financing are already available for 
suitable clients. Nevertheless Great Britain, Canada, Germany, and a number 
of other countries have found it expedient to base their programs in first line on 
the short-period transactions. 

Of the two objections, the first could only be valid if sufficient hedges were not 
incorporated into an export credit insurance system such as are the rule abroad. 
But, the second point—adequate capital facilities—is more controversial. Most 
small businesses, both here and abroad, also some substantial ones, are rather 
strictly limited in the basic capttal and credit lines on which they can operate 
their overseas business. 

One very important result of the export credit schemes abroad has been to 
make it a good deal easier for exporters to obtain additional credit since the 
Government is, so to speak, a comaker on their note. In this way the ability of 
exporters abroad to make shipments is greatly enhanced while in the United 
States similar export firms continue strictly limited in the capital and in the 
credit which they can obtain. The result is that they may even be unable to do 
entirely safe and worthwhile business except by turning to institutions outside of 
banks who usually require rather substantial fees and interest rates. If export 
credit insurance were available in the United States it is probably that a good deal! 
more foreign business could be done at very small risks to the underwriters. Their 
reserves would then constitute something like a pool of additional capital available 
in common to American export firms, thus making it possible for them to get 
credit for worthwhile transactions somewhat more easily and cheaply. 

Consequently, we feel that short-term credits are definitely worthy of the 
fullest consideration, 

How should ordinary export-credit insurance be handled? 

1. Extent of coverage: For short-term transactions there is little doubt that 
the commercial risk, i. e., the ordinary credit risk encountered under all circum- 
stances, as well as the political risk require coverage. Both are of equal im- 
portance in this type of business. 

The extent of coverage to be provided under an acceptable American scheme 
should probably be closely akin to the coverage provided by the British scheme, 
which has the longest. experience behind it. 

The specific export-credit insurance risks for short-term and medium-term 
business under the British scheme cover a broad field. Coverage is granted for 


Risks arising from events outside the United Kingdom 

(i) The inselveney of the buver; 

(ii) the failure of the buyer to pay for delivered goods within 12 months of due 
date: 

(iii) exchange restrictions, or a shortage of exchange, in the buyer’s countr) 
preventing transfer of sterling to the United Kingdom; 

(iv) the oceurrence of war between the buyer’s country and the United King- 
dom; 

(v) the oecurrence of war, hostilities, civil war, rebellion, revolution, etc., in 
the buyer’s country; 

(vi) the incurring of irrevocable extra delivery charges occasioned by diversion 
of voyage; and 

(vii) any other cause of loss outside the United Kingdom which is beyond the 
control of the exporter or the buyer. 
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Risks arising from events within the United Kingdom 


(viii) The cancellation or nonrenewal of an export license or the imposition of 
restrictions on the export of goods not previously subject to license. 

Coverage is even available against failure of market research and advertising 
projects in foreign markets. 

Very similar coverage as to risk should be available for American exporters 
under a United States scheme, with the exception of coverage for the market 
research risk. 

The extent to which these risks may be covered is customarily limited, however. 
Thus, usually exporters can insure only up to 75 to 85 percent of their risk, remain- 
ing liable for the rest—usually their piofit margin. The percentage of cover may 
differ for the political and commercial risk, and under different political or com- 
mercial circumstances, This is one preventive against the wide extension of unsafe 
risks. 

Moreover, the insurance syndicate should not be obliged to write obviously 
unsafe insurance. Coverage should be refused, as in the British case with Brazil, 
if and when the risks become too great. 

2. Eligibility of transactions: One of the greatest bones of contention in the past 
has been what part of his business the exporter shall insure under a scheme of 
credit insurance. 

The two major alternatives in this respect are illustrated where the British 
program is contrasted with the continental (originally German) type. 

Under the British (and also Canadian) scheme all of an exporter’s transactions 
with but a few, limited, exceptions, must be insured if the exporter is to be allowed 
to participate at all. 

It is to this system that the American export fraternity has the most violent 
objections. 
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Coneneneety, the “continental system’ seems more suited to United States 
needs. nder that system exporters can insure— 

. Individual sales 

. Individual customers 

. Selected customer lists 

. All customers 

. Special transactions in capital goods 

. Certain exports in the national interest 

This system may to some extent seem to be more complicated than the British, 
since it will require more individual negotiation. 

Under the main British system the exporter is mostly given a “line of credit” 
under which he may make shipments to any and every customer, up to a certain 
general amount, without special permission. This is called the nonvetting 
principle. However, under the continental setup such a system is not usable 
except when an exporter elects to insure complete customer lists or all his cust- 
omers. Individual sales, and individual customers require careful scrutiny and 
consequently special negotiation. 

In the internal management of the problem it might be possible to utilize some 
of the experience of both the domestic credit insurance systems current in the 


United States, and the export draft discount houses which have grown so much 
since the war, see below. 


Our Che 


Note on domestic credit insurance in the United States 


The American domestic credit insurance system in 1952 handled transactions 
exceeding the value of $5 billion, according to one of the major companies engaged 
in the field. They assume that in 1953 business done approached $6 billion. 

The two companies working in the United States domestic field—the Commer- 
cial Credit Corp. and the London Acceptance Guarantee Corp. simply take 
Dun & Bradstreet information as a first basis for granting insurance. They apply 
the following rules: 

They provide insurance policies with a schedule individually worked out with 
the insured. This gives him the limits up to which he may ship to his various 
customers as determined in accordance with their Dun & Bradstreet ratings. 
The insurance premium rates are not uniform. They depend mainly on: 

(a) Past experience on losses sustained by the individual insured firm; 

(6) A minimum loss percentage which the insured agrees to carry in full; 

(c) the maximum loss incurred for a year’s period in proportion to the total 
amount of business insured. 

To use this existing scheme outright for export credit insurance, as was done 
in some European countries before the war is possible only for some nations 

In most foreign countries such ratings as are bars provided by Dun & Brad- 
street do not exist. Dun & Bradstreet as well as American Foreign Credit Under- 
writers, do, however, provide Latin American ratings. 

Nor do foreign countries in general have operating ratios such as we have here 
which show the average ratio of bad debts to total sales in many business lines. 

However, for the purpose of determining creditworthiness, also the records 
and experiences of the aforementioned export draft discount houses should prove 
invaluable. 

In many export credit insurance schemes abroad, moreover, it is left up to the 
exporter to determine the creditworthiness of his customer through the usual 
channels. Thus, in order to collect a claim the assured must be able to present 

evidence that the transaction was entered on in good faith, which is frequently 
interpreted as two independent references from banks or other commerical sources. 

3. Fees: The only broad principles to be observed in this respect seem to be 
that the general level of costs must be kept low in order to encourage the widest 
use of the scheme on the principle of spreading the risk; but that individual rates 
should be free to vary with risks, and to discourage reckless credit extension. 

At first sight, it might appear that the British nonvetting system is a good 
deal cheaper than the individual transaction system prevalent on the Continent 
and recommended by us for the United States. 

This may, however, not be so. Under the British system all transactions must 
be insured, though at a lower rate. In the aggregate this might cost more than 
the coverage of only part of an exporter’s transaction, even at a somewhat higher 

remium. 
, In the fixing of fees, it may be worthwhile as pointed out before to make some 
strong distinction between premiums on certain types of goods. Thus, the politi- 


cal risk, for example, would probably be much less on essential imports than on 
luxuries. 
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5. TOWARD SYSTEMATIC EXPANSION OF SHORT-TERM EXPORT CREDIT INSURANCE 


With an obvious, growing need for export credit insurance and with some ap- 
parent increase in interest both from the side of government and large industries 
in such insurance, the time is ripe for the development of a coherent program. 
\fter a transition period that program should provide a system of export credit 
insurance in line with the needs and wishes of the American business community 
and United States interests abroad. 

For the transition period: Help and use existing private business. Use of exist- 
ing facilities for discounting export drafts without recourse, with government 
reinsurance where required. 

While the details and mechanisms of a total export credit insurance scheme are 
being worked out, the need of exporters for some kind of insurance will become ever 
more pressing. 

To take care of their interim requirements, therefore, we would propose that 
ise be made of the already existing facilities to be found with export draft discount 
houses. 

As noted above, real export credit insurance has not been available in the United 
States since 1932. With the strong revival of foreign trade, especially toward and 
since the end of the war, the need was again felt by the exporting community 
for some kind of new facilities which could serve in the place of such insurance. 
As usual, the need itself created some solution. That solution was the growth of 
firms—usually led by businessmen with European experience—for the discount- 
ing of drafts without recourse. This way at least the small and medium exporter 
and in special cases also the larger ones were able to insure their credit ship- 
ments—they were certain of payment whatever happened. 

The rapid growth of this kind of business (which, of course, claims considerable 
rewards for the risk) is perhaps the most eloquent testimony to the need and desire 
of American exporters for some kind of protection for their credit shipments. 

For ordinary short-term credit transactions, therefore, a beginning could well 
be made by providing some type of government reinsurance facilities for those 
existing financial houses and others which might be set up, who are now doing 
this business. This would leave practical export credit insurance mainly in private 
hands well qualified to handle such transactions since a large nucleus of experience 
and credit knowledge already exists there. 

The role of government as reinsurance agent should be called into play when- 
ever the rate of nonrecourse sight drafts rises beyond some level hitherto considered 
olerable—say 3 percent for the nonrecourse privilege. This rate has usually 
een exceeded on such occasions when the danger of the political risk has grown 
very large (for example, in the case of Brazil, 1951-52). It would then be up to 
the government to provide reinsurance facilities up vo a certain specific volume 

f business for those countries and in such cases where for political or economic 
reasons it is thought desirable to permit a country to import goods which might, 
be essential for the well-being of its economy, or where United States political 
or economic reasons are involved. 

A full-fledged export credit insurance scheme organization: Generally speaking 
export credit insurance could be taken care of by a branch of the same organiza- 
tion set up to guarantee United States foreign investments, namely by an export 
‘redit insurance branch of the private foreign investment insurance syndicate. 

This branch should be set up with a special advisory board directly responsible 
to the board of directors of the syndicate, but composed of at least 15 representa- 
tives who are thoroughly familiar with the day-to-day problems of the various 
phases of export trade, and with the condition of the various trading areas abroad. 


Coverage 

The export credit branch would provide all insurance for the commercial risk 
and political risk but could receive reinsurance up to perhaps 80 percent from the 
government investment and export reinsurance agency, for the polit ical risk. 

The export credit insurance branch of the private syndicate should have offices 
in the major export centers and in regions where manufacturing enverprises with 
considerable export volume are located. All transactions should be consum- 
mated between the private syndicate and the individual businessmen. 
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Capital requirements 


On the assumption that about $5 billion of business would be done annually, 
and that— 


Of the political] Of the com- 


risk mercial risk 
cenmpenemeenpetenepeaneEe TENE SSA or 
‘Percent Percent 
The exporter would bear. _......... Ln. este xak~didid 10 » 
The syndicate would bear } 10 xX 
The government agency would bear i ‘ a diel ale | SP Wants cessne 
ais sel Seas ines. cx) Ren alee abated eiaien 100 10 





the following capitalization might be required: 














[Millions] 
Political risk Commercial | Total risk 
reserve | risk reserve reserve 
; - iM FR TOE SAC " Bi Te aa 
a niietiita ti lita eta $10 | $80 $90 
I ee ee 90 | nice tacit 0 


ieee slenhoaantstinisbeite sedan \ hadidbd-esanhdeteenatvelail 180 


Thus, an original capital subscription of $90 million each for the government 
agency and the private syndicate might be needed. 
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ApPpENpDrx II 


For the electrotechnical industries, for instance, the wage ranges for 1938 and 
1952 in nine countries were as follows: 


United States. 
Belgium... 
Sweden ___- 
France. __. 
United Kingdom 
Switzerland ____- 
Germany..___. 
Netherlands. 
Italy 
Japan... ._._- 








| 1952 1938 

Biron eT 100.0 100.( 
= er 33.0 34.5 
Siete | 33.0 4.1 
. wl cies 30.9 43.3 
.. 28.0 37. ¢ 
eS 23.8 33.9 
Si giientiiasvaaldbe aia 22.0 46. ¢ 
20.7 41.0 
zs 19.6 22.7 

9.9 7 








Obviously, the wage differentials between the United States and these nine 
countries have widened substantially in the postwar years. 


Nore.—The 1938 figure for Germany is misleading. 
the German mark was always up to 1933 about RM4.20 for a dollar. 


same since 1949. 


The dollar quotation of 
It is: the 


Only under Hitler was a rate of RM2.50 for a dollar established 


while the domestic purchasing power of the RM remained unchanged. 
Today the German wages in this industry are again approximately 22-23 percent 


as we found them to be in 1924 


For the items listed below a comparison is given for labor costs abroad and in 
the United States, and an estimate of the efficiency with which labor and materials 


are applied. 


While the efficiency rate abroad is mostly considerably lower than 


in the United States, the wage rate is so much lower that on balance foreign costs 
are still substantially lower than United States costs. 























Y pan 
| - effective- 
Country | Major type of product x ae ness in use x 
" of labor and 
materials 
a a = a emma 
| | Percent Percent | Percent 
England... | Appeems......2..-labeas | 35 55 64 
| Lamps 3 ace 35 70 50 
| Radio tubes.____- opt 35 50 7 
France_._._- | Apparatus ‘ — 30 45 67 
Insecticides and chemicals 25 70 36 
| Lamps... deinwscteaelate 30 40 75 
Switzerland | Apparatus neitlecine al 30 70 4: 
| Lamps.... awed 30 50 6 
ies. i... | Apparatus 17 30 5 
| Lamps_. 17 | 30 57 
Germany-_..._.__ Apparatus é | 22 62 3 
| Electronics .....- 22 | 110 x 
and | SA isin ose nibin odes: 20 | 60 33 
etl oicanastndl nih ceean ahaa te | Lamps.. ia coiwiien he . 
| Electronics and X-ray_. ‘}} 38 15 61 
i ee ee | Apparatus jase nde 37 | 60 2 
} Lamps... a 39 | 50 78 











Column X: Relative rate of labor costs of typical employee compared to rate in the United States for the 


same class of work. 


Column Y: Effectiveness compared to topnotch manufacturer in the United States. 
Pp 


Maj. Henry F. Hortruusen 


’ 


E. R. Squrpp & Sons, 
New York, September 29, 1953. 


General Counsel, Senate Finance and Banking Committee, 


Washington, D. C. 


Dear Masor Hotravsen: I wish to tell you how much I enjoyed meeting you 
yesterday and to express my thanks for the time you gave me and the interest 


you displayed in the matters which I discussed with you. 


It was very gratifying 


to observe the conscientious and thorough manner in which the important prob- 
lems that have been entrusted to the committee are being handled. 
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In aeeordance with your request I am enclosing herewith a copy of the memo- 
randum which was prepared by me for the State Department on the subject of 
investment guaranties. 

With renewed thanks for your courtesy and looking forward to the pleasure 
of seeing you again in the not too distant future, I am 

Sincerely yours, 
CHARLES Henry LEx, 
Assistant Vice President. 


MEMORANDUM RE CONVERTIBILITY GUARANTIES 


The program sponsored by the Government for encouraging private invest- 
ments abroad by providing insurance protection against the risks of inconverti- 
bility and expropriation has been the subject of widespread discussion and contro- 
versy from the blueprint stage to its present state of reality and expansion. 
These comments will be restricted to the convertibility phase of this program 
because the expropriation aspect simply has not hatched to any significant degree. 
It is the more controversial of these 2 types of insurance and so far only 2 companies 
have taken out this protection, both in Western Germany. Moreover certain 
countries that have executed satisfactory investment guaranty agreements with 
us have refused to exclude expropriation clauses for understandable reasons 
touching on the integrity of their sovereignty. 

Returning to the convertibility guaranties, the situation is substantially 
different. A limited but increasing number of important American firms, repre- 
senting a cross section of our industry, have taken out this type of insurance and 
judging by the latest reports available, interest in this form of protection has 
grown enormously. 

Anyone who has had the experience of applying for and finally taking out this 
form of insurance will, I believe, agree that the program has been administered 
with the most extreme caution. Popular stories of insuring watermelon cultiva- 
tions in Afghanistan and llama ranches in Nepal have done much to harm this 
program by transferring analysis and discussion of this subject from the plane of 
merit to that of ridicule. To date, I believe, only worthwhile projects have been 
approved for insurance protection and only after, if anything, excessively pro- 
tracted examination. Moreover, prior to issuance of any guaranty, satisfactory 
specific assurances in regard to the project have been obtained from the foreign 
government concerned in addition to the general assurances that are contained in 
the investment guaranty agreement. 

So much for the implementation of this program. In regard to the advisability 
of extending it to Latin America the pros and cons of the situation would not seem 
to be fundamentally different than in other areas of the world. . The basic issue is, 
I believe, whether it can contribute in anv tangible measure toward the attain- 
ment of the goal of stimulating and encouraging United States private investment 
to assist in the economic development of other countries on a sound basis. To say 
that the investment climate in too many countries is unsatisfactory and that the 
governments of such countries should correct this condition in order to make the 
climate attractive to foreign investors is simply to state a platitude. The fact is 
that the climate is bad, that many countries would like to make changes, but 
cannot immediatelv for many reasons, chiefly political, e. g. nationalism, pro- 
tectionism ete. This should not prove as disconcerting as it apparently is to 
many opponents of the guaranty program for we have too our faults, and although 
there are no general currency restrictions in the United States, there are many 
limitations on the opportunities for foreign business operating here e. g. sugar 
quotas, tuna fish duties etc. ete. 

Under the circumstances, any discussion of the merits of the guaranty program 
should be conducted within a framework of reality and not in terms of ideals, 
except as long range, perhaps never fully attainable goals. 

The basic reality is that most investment climates are far from ideal and that 
the missionary work designed to bring about the necessary changes that is carried 
out by international trade associations, chambers of commerce, and cther private 
entities, coupled with the understandably limited efforts of our own Government 
to this same end, must necessarily prove inadequate to meet this problem. The 
result has been a stagnation point in foreign investment. The needs to be met 
become greater every day, because of the trend toward higher living standards 
in practically every part of the globe, and yet the spread between such needs 
and measures to satisfy them is growing constantly. 
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Those who deplore the unfortunate trend toward statism everywhere, must 
recognize at the same time that over the past decade or so, as a result. of private 
capital’s unwillingness or inability to venture abroad to the extent that is required, 
a vacuum was created that for better or worse has been and is being filled by 
such international lending agencies as the International Bank, etc. at is true 
that they have restricted themselves in a large measure to spheres that are now 
becoming accepted as public. However, the basic fact is that this was not true 
formerly and that there is no guaranty that tomorrow they will not extend 
jo lam to the area of private investment if an alternative solution is not 
ound. 

The guaranty system is, I feel, an effort to meet present day overseas investment 
conditions, to get foreign investment activity off the deadpoint, and to preserve 
this area for private investment. The convertibility policy covers the most 
serious risk that a foreign investor must face, inconvertibility of currencies. The 
only alternative would seem to be the gradual abandonment of this area to 
Government loans and grants whenever political circumstances dictated by 
deteriorating international economic conditions makes such action necessary or 
desirable. 

Now as to the specific objections to the guaranty system, a number of important 
considerations have been advanced by its opponents. it is contended that it 
places on the shoulders of the United States Government a responsibility that 
properly belongs to the investor and relieves the foreign government of its obliga- 
tion to protect such investments by evading its responsibilities. This is a weighty 
argument, but I do not believe that the sound principles underlying this think- 
ing are necessarily at variance with either the purpose or the implementation of 
the guaranty system. First of all this program is temporary, the insurance 
offered is term insurance for a limited period of time only. Hence the investor 
is simply covered by this insurance for the term of the guaranty. Thereafter, 
his position is the same as that of any other investor and responsibility for his 
investment’s treatment rests entirely with the foreign government. It is not 
clear how this program relieves the foreign government of any responsibilities, 
even during the term of the insurance, because the Export-Import Bank simply 
underwrites the convertibility risk and pays off in the event of any default, but 
the primary responsibility still lies with the foreign government. The only 
difference is that without the guaranty system the foreign government must 
provide exchange as a matter of comity and good business relations, but with 
the guaranty system it assumes both a general obligation in regard to all such 
investments and a specific one in regard to a particular investment covered bv 
an MSA guaranty. Hence it would seem that far from facilitating the avoid- 
ance of responsibilities by foreign governments it serves as a lever to induce them 

to accept contractual obligations of a specific character that serve to provide 
a better investment climate for all investors. 

Another important argument against the guaranties is that this system tends 
to favor new investors over old investors. Here again, I think, an examination 
of this program in action would seem not only to negative this assertion but 
also to suggest that on the contrary it should prove a boon to old investors. By 
inducing foreign countries to execute investment guaranty agreements this pro- 
gram is creating for the older investor in such countries an improved climate 
that he would not otherwise enjoy. It is true that the guaranteed investor has 
in a certain sense a privileged position because he is given specific assurances 
on exchange availability by the foreign government and in addition has his 
Export-Import Bank insurance policy to fall back on in the event of any default. 
However, this same insurance is available to the old investor for expansion invest- 
ment. Moreover, since only productive or useful investments can be guaranteed, 
these investments should have the effect of improving the exchange picture for 
the old investors, because they will either create new sources of currency in the 
case of extractive industries or reduce exchange needs in the case of new industries, 
thereby making available additional currency that was formerly needed to import 
the products of these industries. 

Opponents of the guaranties argue that these policies destroy private initiative, 
inasmuch as the investor would know from the start that his investment was 
guaranteed and hence would not require to develop the ingenuity and enterprise 
that he should otherwise. This assertion simply has no foundation in fact for 
unless the investor displays the proper degree of initiative his project will simply 
not be successful and there will be no opportunity for the guaranty to become 
operative. If anything, the limited term of the guaranty places a responsibility 
on the investor to make his operations become successful within the aforemen- 
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tioned term if he wishes to exercise the benefits of his insurance policy. Any 
investor who has actually obtained one of these guaranties can corroborate the 
fact that the successful development of his project is still his prime concern and 
the only reason for undertaking it at all is his belief that he can make it a suc- 
cess. The insurances does not cover failing to make a profit 

Another argument advanced is that the guaranty system sanctions increased 
government interference with investment inasmuch as only such industries as 
the foreign government desires can receive guaranties. This objection is more 
apparent than real, because without any guaranty system, whether this is a de- 
sirable policy or not, these same governments determine in advance which kind 
of investments shall be made. Consequently, the freedom of opportunity which 
it is feared the guaranty system could jeopardize does not really exist. The 
choice boils down to whether it is better for a selected productive investment 
to have been made as a result of the guaranty system or whether it is better 
to have none at all in order to preserve the fiction of a principle that does not 
exist in practice. 

Another strong argument advanced is that this system enables a new invest- 
ment to enter a country and compete with an aiready existing investment under 
more favorable conditions, whereas without such a guaranty no additional invest- 
ment in that particular country would be feasible. Here again this objection is 
in fact to a great degree hypothetical. In the first place, if the old investor 
desired to, he could expand or improve his already existing operations and for 
this new investment could obtain a guaranty just like a new investor. This 
could be done by him very readily inasmuch as he would have the advantage of 
experience Over any hewcomer. The other consideration is, that if the old investor 
is satisfying the market needs of a particular country, then it is seriously doubted 
that a guaranty would be obtainable by a potential investor to enter the same 
field in that country. On the other haud, if there was room for expansion and 
the old investor did not want to make a new investment himself, the fact that 
another investor with the benefit of a guaranty was permitted to enter the mar- 
ket certainly would not insure success to the newcomer or spell doom to the 
established investor who would still have the great advantage of experience. 

The convertibility guaranties are not a panacea. They have not as yet stimu- 
lated the great foreign investment drive that is required to meet the needs of the 
undeveloped countries. That can only come as the climate for foreign in- 
vestment improves and more satisfactory tax inducements are offered by our 
Government. However, in the present situation with nationalism and protection- 
ism rampant, they do represent a tangible effort to induce private capital that is 
anxious to enter a particular country because it can fill a real need and believes it 
ean make a success of its project, but is still reluctant to take the initial plunge, to 
go ahead and do so. At the same time, before any such investments are guaran- 
teed in that country assurances will have been obtained concerning these invest- 
ments that have the result of producing a general improvement in the climate for 
investments in that country. The guaranty is, I believe, a working tool which 
permits our Government to offer an inducement to the countries with which agree- 
ments are concluded. Without this inducement which serves to sweeten the 
negotiations it is seriously doubted whether the degree of progress attained in 
improving the investment climate, limited as it may be, would have been achieved 
at all. Certainly the slow progress made by our Government in getting other 
countries-to execute investment treaties prior to the guaranty system would seem 
ample proof of this fact. Finally, incidental to the implementation of the guar- 
anty program it has been feasible to induce foreign governments to amend or 
enact investment legislation that is beneficial to allinvestors. I cite as an example 
the excellent investment law enacted by the Turkish Government 

It would seem that properly handled this program can serve as a useful instru- 
ment to assist other governments that seriously desire to encourage foreign capital 
gracefully, to make concessions, that for understandable internal political reasons 
could not otherwise be made. As a result new investments can be made and the 
climate for foreign capital is generally improved. These new and productive in- 
vestments should pave the way for better all around economic conditions and 
greater interest in additional investment in that country. If this can be accom- 
plished in enough countries to a sufficient degree perhaps in the not-too-distant 
future we can hope for an eventual reduction in the financial assistance that is 
being dispensed worldwide by the United States to safeguard us from the conse- 
quences of the explosive political and economic conditions that prevail in too many 
parts of the globe. 

Aveust 14, 1952 CuarRLes Henry LEE, 
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Wasuineton, D. C., March 80, 1954. 


Re employment of private capital for international economic development and 
trade expansion. 
Hon. Homer E. Caprnart, 
Chairman, Senate Committee on Banking and Currency, 
United States Senate Office Building, Washington 25, D. C. 


Dear Senator Caprnart: There is appended a copy of the manuscript, 
Private International Economie Cooperation, which is in effect an invitation to 
all countries to organize institutional service agencies of performance and pro- 
tection under private trusteeship through the employment of private capital. 
This represents a revision and expansion of the document, Institutional Agencies 
for International Economic Development, now in your hands. 

Draft testimony, under Senate Resclution No. 25, first session of the current 
Congress, submitted for your preview reflects our feeling that American private 
enterprise (as well as private sectors abroad) has not met the challenge confronting 
it, primarily for the following reasons: 

1. There seems to be a general misunderstanding (both here and abroad) of the 
causes of economic distress and the resultant laggardly progress. 

2. Keynesian disciples (of which there are too many) have, for some time past, 
advocated the treatment of effects rather than causes through the employment of 
public funds and thus tended to perpetuate rather than cure the disorder. 

3. We Americans, in our eagerness to be of help to others, seem to have bypassed 
the human element which contributed so much to our own economic progress: 
The dignity, freedom, and responsibility of the individual and his enterprise. In 
so doing we have aroused resentment both abroad and at home by fostering a mis- 
guided policy of national philanthropy. 
m4. We seem to have forgotten that the key to economic progress is mutual self- 
help developed against the background of indigenous business practices, customs, 
creeds, and traditions. 

Recognizing (a) that time is short in which to combat the inroads abroad of 
Soviet communism; and (b) the need for reeducation here and education abroad 
on the subject of free competitive enterprise, we are rephrasing our recommenda- 
tions (evidenced in our testimony) to your committee, substantially as per the 
attached redraft of the final page of our draft testimony as submitted for your 
preview. 

Pending resumption of your committee’s hearings (which we are given to under- 
stand will be continued into May) we are making a limited distribution of the 
enclosed manuscript to public and private leadership, here and abroad, in hopes of 
initiating requisite interest and responsibility through the request for written 
comments, criticisms, and suggestions. 

Should you or any of your committee members desire a prehearing discussion of 
any features of our proposed program, one or more advocates of the plan will be 
honored to make themselves available at a time suited to your convenience. 

Sincerely yours, 


Wituram N. Roasrs. 


PRIVATE, INTERNATIONAL, ECONOMIC COOPERATION 


An invitation to organize Institutional Service Agencies of performance and 
protection under private trusteeship for implementing economic development 
with international resources 


General counsel: James M. Landis, formerly Dean, Harvard Law School; 
Director, International College, Beirut; Member, Federal Trade Commission 
(United States); Member, Securities Exchange Commission (United States) ; 
Chairman, Civil Aeronautics Board (United States); Director, American Eco- 
nomic Operations and Minister to Middle East. 

Central Office: Orieon M. Spaid, New York, N. Y. 

Washington Office: William N. Rogers, Washington, D. C, 


INTRODUCTION 


This manuscript relates to the need for, and the character of, institutional 
service agencies for stimulating private international economic cooperation. 
It introduces an organizational pattern for such private institutional agencies and, 
to some degree, their modus operandi as important instrumentalities for inter- 
national economic development. 
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The conclusions and proposals offered reflect several years of analytic effort 
snd the lifetime experience of a group of American business and professional men 
ae are concerned with present obstacles to private international cooperation. 
[his group includes, but is by no means limited to, the following: 

Orieon M. Spaid, the author of this delineati ion, is an engineer by education and 
in industrial consultant specializing in safeguards for, and indemnity of, overseas 
capital investments. He has been a consultant to the United States Government 

security measures sand indemnity features required by public housing and other 
types of economic development; formerly director of research and development, 
(merican insurance group; currently consultant to private American and foreign 

terests. 

Guy E. Wyatt is Acting Director, Field Services, United States Department of 
Commerce, with a lifetime background of industrial sales and public relations. 
‘ormerly executive vice president, American Enterprise Association. 

William N. Rogers is experienced in international finance, foreign trade and in- 
estments, having spent over 15 years in Asia and the Far East. Served the 
National City Bank of New York in North China, Manchuria, and Purma in 

irious capacities; more recently as special adviser to the Director of Finance, 
nd also as Chief, Foreign Exchange Branch, Headquarters of the Supreme 
Commander, Tokyo, Japan. 

James F. Begole is an overseas investment analyst and financial specialist of 
he American Express Co., as well as a lawyer. He served as the deputy fiscal 

rector, United States forces, European theater, and received the Legion of Merit 
or the “solution of many of the intricate intratheater and worldwide financial 

roblems of reciprocal aid.” 

William J. Siemon is the financial executive in the United States for the Corpo- 
racion de Fomento de la Produecion de Chile, an instrumentality of the Govern- 
nent of Chile for implementing its economic development program. A former 

ial of the National City Bank of New York, with considerable experience in 

reign exchange and arbitrage, and the economic development of South America. 

Fredrick J. Rex is educational director, committee on world literacy, National 
Council of the Churches of Christ in the U.S. A., and has a lifetime of experience 

‘cultural and educational aspects of international cooperation. Formerly in- 

ictor at Columbia University on international education; also chief of staff, 

ter-American Educational Foundation; also special adviser to UNESCO on 
pilot projects of fundamental education. 

Maurice E. H. Rotival is a regional economic planner whose clients include many 
f the nations and areas of Africa and the Middle East, as well as South and Central 
\merica, Of French origin, he was formerly Chief of the French Military Mission 
to American Army Groups, and secretary general of the French delegation at the 
Inter-Allied Control Council in Berlin. 

Robert W. Hudgeons is president of International Development Services, Inc., 
and was formerly the director of the American International Association for Eco- 
nomic and Social Development. In his early years an investment.banker, and 
later Assistant Administrator of the Farm Security Administration of the United 
States Government, he has devoted a lifetime to the improvement of rural life 
ind economics. 

Nelson Bengston is president of Bengston & Co., Inc., dealers in mutual fund 
investments, and active in business and cultural organizations advocating inter- 
national cooperation, for which he is accredited to the United Nations as a repre- 
sentative of nongovernmental organizations. 

Those who have cooperated in the preparation of this institutional program for 
economic development have done so as individuals, and any identification of their 
‘orporate connections does not necessarily imply official recognition by these 
‘oneerns and organizations. Others, who have made noteworthy contributions, 
believe their business positions prevent them from being free agents to publicly 
identify themselves with this effort. Unanimous agreement by all who have 
cooperated, on all conclusions and suggestions presented later, could hardly be 

expected. Nevertheless, the fundamental concepts and proposals bear a full 
measure of general support 

This is essentially a blueprint of action. It is not a scientific study of the com- 
plex issues involved in international economic cooperation, nor is it an inventory 

of the wealth and poverty of the world. Almost all of the basic features of this 
proposal have already proven their value in actual use. Only the integration of 
the various elements into a continuing program of private international economic 
achievement is novel. 

The initial objectives include a survey and an evaluation of reaction to this 
proposal by private and public leadership in various countries. The response to 
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this manuscript, it is hoped, will provide reasonable evidence of cooperative inter- 
est in a sufficient number of areas throughout the world, to encourage the com- 
mencement of preliminary steps. It is most important, therefore, that expres- 
sions of approval and disapproval be forwarded to the address given below. Per- 
sonal discussions and meetings with responsible groups in any country will be 
arranged upon invitation. 


ForE WORD 


The message which this manuscript holds for the business, professional, and 
public leadership of all countries, is its proposal to: 

1. Organize national or regional institutional agencies under local private 
trusteeship, and commissioned by their respective governments with sufficient 
authority to enable them to assume the responsibilities inherent in a continuing 
program of international economic cooperation. 

2. Organize a central institute of economic cooperation under the trusteeship 
of accredited representatives of the local institutional agencies, and commissioned 
by them with sufficient authority effectively to perform the many operational 
functions involved in international economic cooperation. 

3. Organize an international development capital fund, or investment company, 
which would sell its own shares in the currencies of different countries to acquire 
commingled resources for investment as temporary equity guest capital in oper- 
ating enterprises organized by the local institutional agencies. 

The philosophy of economic progress on which this proposal is based, is the 
inescapable interdependence of the well-being of individuals and groups on 
others—on the mutuality of progre s. 

The functional purposes of the proposed institutional agencies are those required 
to protect the confidence so essential to international cooperation, and to imple- 
ment the employment of private resources in a manner that assures mutual 
benefits. 

To encourage and protect private participation in international economic 
development, requires the substitution of indemnity for enforcement a: the pri- 
mary remedy when a breach occurs under private international agreements. The 
establishment of indemnity features and the reduction of hazards characteristic 
of overseas investment can only be accomplished through the employment of 
institutional agencies of public trust. 

This proposal is offered as a badly needed supplement to government and inter- 
government economic cooperation, and to independent private investment in 
overseas undertakings. It is not a substitute for either. It is based on the 
premise, however, that national philanthropy must guard against the danger of 
perpetuating underlying causes of economic distress by temporarily reducing 
their effects. 


ContTENTS 


There are three major divisions to this manuscript. The first four sections are 
intended to provide a frame of reference for evaluatiug the proposals that follow. 
No attempt has been made to discuss all the many issues and problems encountered 
in private overseas cooperation, but, instead, to present some illustrations which 
point to the need for institutional agencies of protection and performance. Then 
follow two sections relating to the character and functions of these private insti- 
tutional agencies. The final section is a discussion of the terms of a commission 
of authority, or license, which local development councils would need to acquire 


from their governments in order to cooperate with other local development. coun- 
cils through the two central agencies. 


Section I. Economic Development as an International Issue. 
Section II. International Development as a Financial Venture. 
Section IIT. Importance of Policy Issues in Economic Development. 
Section 1V. Importance of Human Effort in Economie Progress. 
Section V. Institutional Service Agencies Needed. 

Section VI. Organization and Activation of Institutional Agencies. 
Section VII. The Commission of Authority. 
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Copyricuts 


This literature is protected under the copyright laws of the United States (1954, 
Orieon M. Spaid) not for the purpose of discouraging direct quotation but to pre- 
vent possible misinterpretation or distortion of its meaning when employed as part 
of a different text. Permission to copy may be obtained by submitting complete 
manuscript for approval in advance of publication. 


I. ECONOMIC DEVELOPMENT AS AN iNTERNATIONAL ISSUE 


Economic development is a means to an end. It is an international issue because 
that end has become a common aspiration of all humanity, and has been defined 
by the late French scientist and philosopher, Dr. Lecomte du Nouy, in these 
words: ! 

“The only goal of man should be the attainment of human dignity with all its 
implications. In other words, all his intellectual acquisitions, all the facilities 
which society puts at his disposal—schools, universities, libraries, laboratories; 
all the occasions given him to develop his own aptitudes, his work, his leisure, must 
be considered by him as tools destined to improve his personality, his moral self, 
and to make it progress. He commits an error if he sees in education and instruc- 
tion a means of increasing the field of his intellectual activity, his power, his 
prestige, or as a means to enrich himself materially. He must use his science and 
his culture to better himself morally and to make others progress. Instruction is 
sterile if it is considered as a goal in itself, dangerous if it is subordinated to selfish 
sentiments or to the interest of one group. No matter how considerable it is, the 
accumulation of knowledge does not confer any superiority on man if he utilizes 
it only outwardly and if he reaches the end of his life without having deeply evolved 
as a responsible element of humanity. He must blind himself to the ugliness that 
surrounds him and not let himself be turned from his path by the pitfalls strewn 
under his feet. He must overcome his dislikes and fix his vision on the beauty he 
drains from within; for that beauty is perhaps an illusion today, but it is the 
truth of tomorrow.” 

The “attainment of human dignity with all its implications,’’ means, of course, 
something different to those who are always hungry, or are illiterate; and to those 
who are comfortable and knowledgeable. With few exceptions throughout the 
world, all men are today searching for the best means—or any means—of im- 
proving their status in life. Some are fearful that any improvement in the status 
of others is a threat to their own position; and some are not adverse to temporarily 
improving their own status at the expense of others. But as men learn more 
about the imperfect art of self-improvement, they discover that this fear and 
selfishness largely are manifestations of ignorance. With each advance of science 
the interdependency of men increases and their individual status becomes more 
and more a reflection of group achievements. 


PER CAPITA INCOME 


A significant index of both national and individual economic well-being is the 
average real per capita income and its distribution within an economic order. Per 
capita income varies widely throughout the world, of course, as does also the 
distribution pattern. In the United States, for example, the distribution of per 
capita income has been changing in recent decades, with a consequent expansion 
of the consumer buying power in keeping with the greatly increased productive 
capacity of American industry and agriculture. The cultivation of the consumer 
market is an essential characteristic of true economic progress. 





' By permission of Longmans, Green & Co., publishers of Human Destiny. 
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The mutual benefits resulting from widely distributed participation in produc- 
tive effort are also reflected in the foreign trade of nations. Quite understandably, 
consumer buying power depends upon the amount and the distribution of per 
capita income in any country, and governs the demand for and the sale of products 
from both domestic and foreign sources. Thus any improvement in the amount 
and distribution of per capita income of any country is certain to benefit other 
countries. It is inexcusable for public and private ee 

0 


ignore this fact, or to neglect it as the primary objective of 
economic policies. 





in any country to 
mestic and foreign 
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Although it is by no means an exact science, the cultivation of per capita income 
includes the technology of production. The process of creating new, wealth, 
however, may not always result in an improvement in per capita income and thus 
consumer buying power. Any concept that underdeveloped areas are largely 
sources for raw materials, presumably stems from the recognized difficulties of 
improving productive capacity and cultivating higher per capita income, for this 
usually involves long-range investment, coextension of public services and facil- 
ities, and complex social and cultural adjustments. Unwarranted competitive 
fears sometimes restrain overseas economic cooperation, which stem from the 
false belief that economic development will lead to economic self-sufficiency or 
independence. On the contrary, the dependency of any country on the economy 
of other countries increases as its technology of production advances; and its 


capacity to engage in economic cooperation increases as this better technology 
results in higher per capita income. 
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ECONOMIC INTERDEPENDENCE 


The economic interdependency of countries on each other is, of course, the foun- 
dation of foreign trade. A plant for the manufacture of nails, for example, can 
be quite successful in many areas as it involves a relatively simple processing of 
wire in various sizes. But the construction of a local wire mill just to supply the 
nail plant would hardly be feasible, and thus the nail plant becomes dependent 
upon overseas vendors of wire. In terms of foreign currency, a desirable savings 
results from the importation of wire in place of nails, and this savings in foreign 
currency then is available for other needed imports. Furthermore, under proper 
management policies the nail plant can contribute to higher local per capita income 
and thus the consumer buying power to support more imports. 

The manufacture of almost every product requires consideration of the com- 
parative cost of self-made parts, supplies, components, and materials with the 
cost to purchase them from other concerns with special facilities and greater 
production due to larger markets. For this reason, modern industrial practice 
results in complex vendor relationships. In the United States, for instance, almost 
every industry is supplied by scores of vendors, many in distant States and coun- 
tries. This interdependence of American industry is the direct result of a com- 
petitive environment that rewards—in fact, requires—efficient productive tech- 
nology in terms of final cost. International economic interdependency is the 
result, basically, of the same cause. 


PRODUCTIVE TECHNOLOGY 


Improved per capita income must always be earned through improved tech- 
nology of production. When Henry Ford pioneered mass production techniques 
in the manufacture of automobiles, he was able to introduce a minimum daily 
wage of $5, a practice that was roundly condemned by his contemporary indus- 
trialists as an impairment of earnings. But Ford believed a short term sacrifice 
in earnings would pay off in long term gains resulting from greater consumer 
buying power. The continued success of international economic cooperation, as 
it is for domestic trade, rests on a foundation of buying power, and better tech- 
nology of production must contribute to higher per capita income to result in local 
economic progress and to reward overseas vendors. 

There is another side to this important issue of cultivating local consumer 
buying power. Any unwillingness or inability to improve domestic markets may 
make it imperative to seek foreign markets. A temporary competitive advantage 
in world markets may even result direetly from the conditions typical of an im- 
poverished domestic market, and thus discourage local economic progress. _ Inter- 
national interdependency of this type is economically illegitimate, for it usually 
invites defensive measures abroad and perpetuates the inadequacy of home 
markets. 

A fundamental factor of productive technology is the extent to which power is 
used. It has been estimated, for instance, that a kilowatt of power will increase 
the productive ability of an industrial worker 10 times, and in a study by the 
Department of State of the United States Government ? can be found estimates 
of the total energy of all forms used in the industry of various countries during the 
year 1937. All forms of power were reduced to electrical terms in kilowatt hours, 
and in spite of some exceptions, the summary given below is indicative of the 
great difference in the productive value of labor throughout the world. This 
difference is even greater today than these figures indicate, for the production of 
electrical energy in the United States has increased 400 percent since 1937, but 
they serve to illustrate why wage levels, per capita income, and economic stand- 
ards vary so widely: 

Total kilowatt-hours 
perindustrial worker 
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In a more recent study * by the United Nations the per capita energy consump- 
tion is estimated, from which it is possible to derive a significant index of power 
consumption for different areas, using North Ameriea as 100, or par: 





? From Energy Resources of the World, ne D. 
4 From Monthly Bulletin of Statistics, February 1952. 
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Anothér manifestation of modern productive technology is the value of capital 
equipment and machinery available for the use of industrial workers. In the 
United States this is estimated at over $12,000 per industrial employee. In 
general, then, it is most difficult for low power using countries to compete with 
more advanced technology and to cultivate higher per capita income as a basis 
for international economic cooperation. But there are frequently individual ex- 
ceptions—enterprises with all the modern facilities and advantages in an area 
otherwise underdeveloped. With a low labor expense ratio, such concerns have 
a substantial competitive advantage in world markets; and because their domestic 
market is limited by the general low per capita income, such enterprises must 
usually seek an export market to survive. 

The cultivation of higher per capita income is by no means a policy of corporate 
philanthropy, but an intelligent recognition of the fundamental factors that 
contribute to continued success in terms of profits. The payment of more generous 
wages is not, in itself, the answer. Higher wages alone will not enable men to 
improve themselves or their status in life if they cannot obtain better medical or 
educational facilities for their families, or other public services that encourage a 
more productive and abundant life. In many parts of the world, taxable wealth 
and income is so small and so concentrated that revenue is inadequate to provide 
some of these basic public services and facilities, with the result that higher 
wages are likely to be spent on personal excesses. On the other hand, for private 
enterprises. to undertake such public services may be extremely difficult and costly, 
even though it is enlightened self-interest to do so. 


IDEOLOGICAL COMPETITION 


The competitive conflict in the world between two concepts of life and its 
meaning, is generally recognized. One is the relatively new idea of individual 
responsibility and the personal freedoms and opportunities it assures. The 
ither is the old idea of centralized responsibility and the concentration of authority 
it requires. This competitive conflict is many generations old, and if those who 
believe in the essential dignity of man, and in his inalienable rights, are to survive, 
a course of affirmative action must be initiated which will demonstrate the 
inherent advantages of a society built on the principle of individual resonsibility. 
Military measures are of slight value in such a competitive struggle, for at best 
they are defensive. The economic distress that underlies most of the social and 
political unrest cannot be approached as a military objective. The only effective 
offense is an expansion of international economic cooperation of a character that 
assures real and mutual economic progress. 

Our competition—the Communist international conspiracy—believes that our 
attention is now diverted from the real issue of economic progress, and in his 
report to the Nineteenth Communist Party Congress on October 5, 1952, Georgi 
M. Malenkov, Premier of the U. 8. S. R., is reported to have said: 

‘As a result of prolonged imperialist oppression and of the survivals of feudalism, 
the economy of the colonial and dependent countries, especially agriculture, is in 
a state of decline * * * The rapacious exploitation of the colonial and de- 
pendent countries by the imperialist powers is retarding the development of the 
productive forces of these countries; the purchasing capacity of the population 
is extremely low, and the market for manufactured goods is shrinking, ll this 
is a dead weight that is dragging down the economy of the capitalist world and 
aggravating the internal contradictions of the world capitalist system as a whole.”’ 

Through the obvious propaganda effort to cause discontent, there are discernible 
two significant points in the foregoing statement: 

1. A reflection of the Communist conviction that ‘‘the world capitalist system” 
will eventually fail because of ‘‘internal contradictions,”’ or the inability to achieve 
mutual economic progress through international cooperation. 

2. The recognition that the economic status of “the colonial and dependent 
countries’ where “‘purchasing capacity of the population is extremely low’’ is the 
primary factor in the ideological competition. 

Too frequently, economic distress in some area of the world has been regarded 
and treated as a temporary emergency requireing merely the employment of 





1268 STUDY OF EXPORT-IMPORT BANK AND WORLD BANK 


national or international philanthropic measures. This has unquestionably ro- 
lieved the political and social pressures that inevitably arise in any counrty from 
economic distress, but the basic causes of that distress often remain unchanged 
for the very reason that relief of their effects makes change unnecessary. The 
fundamental question yet unanswered in many areas is just what will be the nature 
of such changes when they inevitably occur. Their postponement is not a 
solution. Will the change reflect a desire to achieve progress through individua| 
responsibility, or through centralized responsibility? This is the ideological 
challenge. It is most timely, then, to reexamine the whole approach to a restless 


world, to evaluate alternative and supplementary measures, and to boldly create 
new facilities that may be needed. 


CULTURAL NATIONALISM 


Largely as a result of the great expansion in the technology of communicating 
ideas, and the commingling of peoples caused by world conflicts, the desire to 
achieve human progress is now intense and widely spread. This fact might well 
be considered the most encouraging, as well as the most challenging, development 
of this century. Progress—economic, political, social, or cultural—must start 
with and reflect common desires and aspirations. It is therefore a product of 
historical traditions and culture. The fabric of American life, for instance, cannot 
be tailored to fit the Asian, or even the South American, but both can weave into 
their own national patterns some of the strudy threads so essential to all progress 

The desire to achieve economic and political progress in traditional terms is 
expecially strong in the Middle-East and Asia, and Dr. F. 8. C. Northrop points 
out:4 

“We must recognize that the Muslims’ and Asians’ concept of western imperial- 
ism has three components: (1) political, (2) economic, (3) cultural. The cultural 
component in the fear of western imperialism is the one least understood by 
Europeans and Americans * * * Recall the frequent public demand for a ‘hard 
hitting’ Voice of America which will convert the rest of the world to the American 
way of life? All such suggestions strike the Asian as demonstrating that America 
and the West are withholding a political imperialism and slightly restraining an 
economic one, merely to impose an even more dangerous cultural imperialism.” 

This difference in cultural patterns represents an important factor in inter- 
national economic cooperation. It finds expression in peoples’ concepts of law 
and justice, in their scientific approach and practice, and even in the meaning of 
life itself. International cooperation cannot be achieved through the subordina- 
tion of one culture to another, either as the result of force or persuasion. Colonial- 
ism and the Communist international conspiracy are equally reprehensible for 
ignoring this fact. 

All cultures have their share of Truth, and their deficiencies, and the achieve- 
ment of mutual benefits through international cooperation is, in fair measure, the 
result of certain human attributes which many different cultures can encourage in 
individuals. The approach, then, is not one of conversion, but of cultivation 
not cultural adulteration, but purification. Cultural development, as a coexten- 
sive phase of economic development, is exclusively the responsibility of indigenous 
cultural leadership. 


II. INTERNATIONAL DEVELOPMENT AS A FINANCIAL VENTURE 


Economic development can be defined as including both the process by which 
human effort produces new wealth, and the process by which that new wealth is 
employed to strengthen the economy. Although it is essentially a “bootstranp’’ 
operation, economie development usually requires the use of tools and physical 
property that must be purchased before the production of new wealth begins. 
These capital goods and services frequently must be obtained from countries 
foreign to the area where they will be used, and paid for in the currencies of other 
countries. A fair share of such capital requirements may be supplied locally, 
and only a portion imported, but the foreign currency necessary for the latter may 
not be available. The only alternative, then, is the importation of capital equip- 
ment as an investment in the undertaking. 

Investments in overseas enterprises involve many factors not characteristic of 
domestic investment, which arise from the necessity of translating from one set of 
economic standards to another. The following table *® provides two significant 
trends in the economy of a South American country, as an illustration: 


‘ By permission of the Macmillan Co., publisher of The Taming of the Nations. 
' Source: International Financial Statistics. 
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NoTE.—No statistical data for war years. 


If the above cost-of-living index is plotted on a logarithmic graph it will be 

ind to be a consistently straight line for the last 8 years, indicating a steady 
loss each year in the buying power of the peso that amounts to 61.3 percent of 
its buying power the previous year. In other words, inflation is a conscious and 
controlled characteristic of the national economy. 

Note that in the 15 years between 1937 and 1952 the internal buying power, 
or value, of the peso has gone from an index of 22 to 204; or, it required in 1952 

ver 10 (10.2) times the number of pesos to buy the same property or quantity 
of goods as in 1937. After seeing the buying power of his pesos reduced in 15 
years to 10 percent of what it was, an investor in this country is not likely to 
leave his money on deposit with a bank, nor invested in evidences of indebtedness 
such as mortgages, notes, or bonds. He must get a simple interest annual yield 
of 61.3 percent just to offset the inflationary loss, and thus interest rates of 5 
percent a month are hardly adequate, even though common. The lack of savings 
accounts and deposits prevents most banks from engaging in commercial loans 
and other forms of financing common in other countries. The local resident is 
more likely to invest in land which will reflect inflated values, even if he is unable 
to cultivate or improve it. Quite often, land tenure problems and social unrest 
attributable to absentee landlordism, has its roots in a constantly inflating 
economy. 

During the same 15-year period the index of the peso-per-dollar exchange rate 
has risen from 38 to 196; or, in 1952 it required over 5 (5.2) times the number of 
pesos to equal a dollar as in 1937. For every United States dollar invested 15 
years ago, it would now require five times as many pesos to repatriate the invest- 
ment. Also, to produce an equivalent dollar return now as compared to 15 years 
ago, the investment must vield five times as much as it did in 1937. In fact, it 
will be found that the repatriation in 1952 of a capital investment of dollars in 
1937 plus the accumulated yield for 15 years at 30 percent per annum results in 
a gross dollar investment profit of about one-helf of 1 percent per vear. 

Just as the fear of and the effects of inflation limit the field of interest for local 
investors, so the frequent changes in exchange rates destroy the confidence of 
foreign investors. To some degree, such changes in exchange rates are intended 
to prevent foreign investors from. being beneficiaries of internal inflation, 
instead of business ventures, but funds from other countries can be trapped by 
such measures and become virtually impossible to recapture. This threat is, of 
course, discouraging to the investors of other countries, and is one of the principal 
reasons for their indifference to international investment opportunities. 

For the individual investor, overseas investment is usually difficult, expensive, 
and hazardous. It is difficult because it requires a knowledge of political, eco- 
nomic, and social trends abroad; it is expensive because investigation and prudent 
investment management usually involves costly travel and consulting services; 
it is hazardous because the individual is seldom able to protect himself adequately. 


UNITED STATES PRIVATE INVESTMENT ABROAD 


Overseas investment of Americans has consisted almost entirely of equity in 
foreign corporations, and foreign branches of American companies, invariably 
owned directly by the American corporation which made the investment to acquire 
facilities or resources having utility value to the business. The success of such 
corporate investments is likely to be measured in terms of this utility value, 
rather than in terms of yield, for sales income may be improved or necessary 
parts or materials obtained at less cost or with less difficulty. Such investments 
often represent contributions of patents, machinery, technical services, and 
trade names of products. Manufacturing equipment that is competitively 
obsolete in more industrialized countries, can be relocated abroad as a profitable 
capital investment. 
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It is extremely difficult even to estimate the true economic worth of American 
corporate foreign investments. Some idea of the amount and character of these 
direct overseas investments is afforded by the following table: ¢ 


American direct private investment abroad, 1951 ratio of total 
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Note.—The above table indicates the trend of capital movement and not the aggregate accumulation of 
American overseas private investment. 


The overseas investments of American corporations have contributed sub- 
stantially to the economic progress of the areas where they were made, when 
local conditions allowed. Management and financial policies that cultivate 
consumer buying power and broader domestic markets are not generally employed 
throughout the world. The most serious limitation of corporate overseas invest- 
ments are their lack of mobility as economic résources, for special purpose invest- 
ments are not interested or qualified to engage in different fields of economic 
development. 

Venture capital required by new enterprises is always troublesome and expensive 
to mobilize even in advanced economic orders. Most of it comes from the wealth 
or savings of individuals and institutions, and must be attracted to a common 
purpose. In many areas the corporation is mainly a family instrument, and 
“outsiders” are neither welcome nor interested as stockholders. In some coun- 
tries, entire sectors of the local economy are considered as the private domain of 
particular family groups. The uncommitted wealth and the trading in securities 
isJso small in many countries that the customary organizations for mobilizing 
capital find it difficult to survive. Outside of the United States and Canada, 
there are few countries where the principal corporations are publicly owned by 
millions of individuals, organizations, and institutions. Private savings, con- 
sequently, are largely unmobilized. 

When indigenous family group capital is joined in a “partnership” relation with 
imported capital of foreign origin, the resulting contribution to local economic 
progress is likely to be disappointing—in terms of higher per capita income and 
wider participation of unmobilized capital resources. It also tends to perpetuate 
the economic and social distinctions between the haves and the have-nots, with 
all the political implications and dangers. Very often, too, imported foreign 
capital finds it has joined one or the other side of an intense competitive fight 
for power between local groups or families. This can become so bitter that the 
success of the venture is endangered, and should the competitive group win 
political authority, retribution can be immediate and fatal. When there is even 
a threat or possibility that this can happen, long range management policies on 
which true economic progress depends are likely to be viewed as imprudent. 

There is nothing inherent in foreign capital investments that is adverse to the 
best interests of the area where they are made providing, indigenous conditions 
encourage long range management policies. 

An important business organization of the United States has given special note 
to the need for high objective purpose when the capital resources of different 

countries are joined in a common private effort: 





* Derived from tables in Survey of United States International Finance published by Princeton 
University Press. 
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‘Fhe long-term social and economic benefits obtainable from increased pro- 
luctivity abroad will not be realized if, as has so often been the case in the past, 
these benefits accrue only to the privileged few. The improvement of living 
standards abroad is a desirable humanitarian consideration in itself, and one which 
is closely related to the upbuilding of the strength and security of the free nations. 
We should, therefore, seek to assure that the fruits of increased productivity re- 
sulting from the efforts we make are widely distributed.’ ? 


GUEST CAPITAL 


Because of the expense and diffculty of mobilizing venture capital, it is highly 
desirable, once this has been accomplished, to preserve its character as a central 
capital source for new enterprises. It is much easier to attract local investment 
in a foundry after the smoke is coming out of the cupola, or in a farm already 
producing as a result of irrigation, than it is to attract equal interest in a general 
program of economic development. This gives rise to the need for initial tempo- 
rary equity capital for any type of new enterprise that contributes to economic 
development and progress. Such initial and temporary equity investments will 
be called guest capital, for its function is to attract local ownership by demonstrat- 
ing successful operating achievement. Various forms of debt financing are fre- 
quently employed as guest capital, but new ventures can get into difficulty when 
fixed maturity dates have to be met. 

When overseas enterprises require capital equipment and services from foreign 
sources, the guest capital then represents commingled funds of both domestic and 
foreign sources. This is the new field for foreign investment—apart from the 
special purpose investments of corporations—and one that can be highly satis- 
factory to all interests willing and able to assume the responsibilities inherent in 
any international program of economic cooperation. The rate of guest capital 
turnover will vary with local conditions, of course, but should probably be under 
10 vears to afford the best return to investors and to make the greatest contribu- 
tion to loeal economic progress. 

The establishment of a program of guest capital investment that employs 
commingled international funds requires the organization of a central institution 
under private trusteeship. This type of invsetment should not be considered as a 
substitute for other forms of investment, but as a beneficial supplement to corp- 
orate investments and public investments by the government. Also, established 
enterprises frequently need debt forms of financing for expansion purposes, and 
the tremendous outlay of capital characteristic of extractive undertakings is 
frequently beyond the possibility of local capital formation for may decades. A 
continuing program of economic cooperation on a guest capital basis, on the other 
hand, can greatly stimulate economic progress required to justify government and 
corporate investments. By disposing of individual enterprises, even on a deferred 
payment basis, to local men who have helped to make them successful and thus 
demonstrated their management capacity, encouragement is given the capitalist 
philosophy by seeding private ownership. The world needs more capitalists, as 
well as larger ones. An investment program that recognizes local aspirations and 
abilities merits the highest degree of local cooperation. On this thesis the insti- 
tutional approach to international economic cooperation is built. 


CURRENCY EXCHANGE 


Probably the most serious and difficult problem encountered in the investment 
of international capital resources, is that of converting values from one currency 
standard to another. The assurances and rights of convertibility given by some 
governments too often turn out to be something different than the ability to 
convert them when the time comes. This is not due to a mischievous officialdom 
but to unexpected international financial circumstances. Then earnings of in- 
vestors and capital movements are delayed or impossible, and this uncertainty is 
extremely discouraging to investors otherwise willing to assume business risks. 
Guaranties by governments afford slight comfort, for they may or may not be in 
effect during the term of an investment. 

Difficulty in currency exchange between interests of two different countries 
san result from an imbalance in trade between the two areas. A capital exporting 
area must purchase with its currency sufficient goods and materials from a capital 
importing area to enable it to meet its obligations in the currency of the exporting 
country. Should national emergencies occur requiring the use of exchange 





7 A statement on Foreign Trade Policy by the National Foreign Trade Council, Inc. 
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balances for unexpected purposes, the conversion of private transactions may 
have to wait. The external debt service needs of governments will also come 


ahead of private conversion rights during a period of low foreign currency balances, 


The chart below indicates the source of dollar earnings and their use in trade 
of a South American country and the United States. This country shows a 


favorable balance of trade amounting to $139 million, having a gold and dollar 
balance of about $180 million besides. Thus it can be expected to meet exchange 
requirements of commercial transactions and for the exportation of earnings and 
capital repatriation in dollars. However, over 85 percent of its annual trade 
balance is earned from the export of coffee to the American market, and it is 
obvious that should poor crop or market conditions develop in the coffee business 
for several years the ability to convert dollar remittances might be impaired. It 
is this kind of unexpected development that so often disappoints foreign investors 
and causes them to lose confidence in foreizn investments of all kinds. 


EXPORT & IMPORT TRADE WITH THE U.S. 


IN 1951 
MILLIONS 9 “TGni Res 
DOLLARS La 


200 
SLND «~ MAUS 
iL ELE. MACH 
150 NSSIEMICALSS 


100 





U.Ss. U.S. BY FOREIGNERS 

The confidence of investors in overseas economic development can be protected 
only when they have the right and assume the responsibility of providing for their 
own foreign exchange requirements. Otherwise, the demands of national debt 
service, the unexpected national emergencies, the failure of normal sources of 
foreign currency balances, or any number of events can nullify good intentions and 
official representations of the right of conversion. However, most investors in 
overseas undertakings are quite unable to create their own foreign currency needs 
and must depend upon government exchange balances. Nevertheless, the 
amount of capital which may be imported to an area is related to the amount of 
goods and materials that may be exported from that area to the capital exporting 
country. As a matter of self-interest, then, an overseas investor is inescapably 
concerned with the kind of foreign trade which will implement earnings and capital 
transfers. Inherent in any foreign investment program designed to merit and 
protect the confidence of investors in overseas economic development, must be a 


supporting service which will stimulate commercial transactions that contribute 
to exchange balances. 
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It is usually impossible, and invariably expensive, for either a corporate or 
individual investor in overseas enterprises to cultivate foreign trade which will 
produce exchange balances that are, in turn, held in trust specifically to meet 
conversion needs of the investor. This is a burden that is quite generally thrown 
onto governments, when it might better be a service function of a central institu- 
tional agency under private trusteeship. The cultivation of overseas markets can 
be greatly stimulated by an institutional service that provides an incentive for 
investors residing in those same markets to support meastires to increase the 
flow of imports, That incentive is the assurance such a service would offer that 
investment earnings would not be frustrated by exchange limitations. 


LEGAL REMEDIES 


The confidence of investors stems from many factors, including their faith in 
the validity of agreements and the practical remedies available in case of legal 
difficulties. Colonial relationships attracted investment support because con- 
tractual agreements were supported by the use of political, economic, and even 
armed force, which created general uniformity of legal practices and concepts of 
justice. International economic cooperation of this type is often effective, but 
always compulsory instead of voluntary. The political and social pressures that 
arise from any system of compulsory control can also erupt disastrously for 
those who rely on force. Consequently, in the absence of a world law, of inter- 
national courts with adequate jurisdiction over disputes arising from a breach 
of private contracts, of an effective international enforcement agency, the validity 
of private international agreements and the remedies available are questions that 
seriously affect the confidence of investors in overseas enterprises. Throughout 
the world the law and concepts of justice vary widely due to equally divergent 
ideologies on which all law is based. 

Northrop § presents this fundamental legal issue as follows: 

“The positive law is effective only when it corresponds to the underlying living 
law. By ‘positive law’ Ehrlich (the late Austro-Hungarian) meant the legal 
constitutions and statutes that are introduced, and the legal institutions which 
apply and enforce these constitutional principles and constitutionally legislated 
statutes. By the ‘living law,’ he meant the underlying community habits and 
embodied norms of the majority of the people to which the positive law is applied 
quite apart from the positive law itself. * * * Newly introduced positive law 
tends to be ineffective and break down when it does not correspond to the living 
law habits of the majority. 

“Similarly, legal constitutions which are effective in Great Britain and the 
United States result in nothing but corruption and government by military 
cliques and coups when introduced in countries whose living law habits and 
ideological beliefs are not those of the living law of Great Britain and the United 
States.’ 

Public opinion, in the final analysis, is an all-important factor in any pattern 
of legal relationships and the one on which the validity of agreements will ulti- 
mately depend. Private international agreements must not only be in the 
public interest, but this must be understood and valued by the indigenous 
najority. Then the living law as well as the positive law will support the terms 
of private agreements. 

One of the hasic legal concepts quite generally recognized throughout the world 
is the right of eminent domain—the authority of government to take possession 
and control of private property. In some countries this right is limited to 
situations where the common good is served by this action. Usually there is 
implicit in this right the obligation for the government to pay reasonable com- 
pensation for the property it thus acquires. Nevertheless, private interests 
frequently negotiate with government administrators a private agreement which 
ignores or endeavors to suspend this basic living-law concept. Especially when 
such agreements involve foreign investors, the right of eminent domain is likely 
to subordinate contractual provisions to the contrary in times of national emer- 
geney- or international tension. The disappointment that results is as much from 
misplaced confidence as from confidence abused. 

In most countries there is no question of the legality of nationalization of 
private property, quite apart from the issue that it serves the common good in 
the best manner. It is quite possible that the value of private property transferred 
to public ownership annually in the United States, for highways, streets, public 
housing, military establishments, and other public services, exceeds that of any 
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other country. The objection to nationalization of private property usually 
arises from both ideological disagreement and financial disappointment in the 
adequacy of the compensation. 

The underlying agreements which support investments in overseas ventures 
must always be viewed as vulnerable to the subordination of specifie interests 
to the general interest. As Northrop says, ‘“‘When the positive law fails to reflect 
the living law of the majority, it is impotent’’—-and he points to the Prohibition 
Act of the United States as an illustration. Likewise, private agreements made 
with governments which lack majority indigenous support, or with private interests 
not generally identified with the common good, are always subject to potential! 
difficulties. These difficulties stem from the failure, frequently, of the local 
majority to understand and properly to value the contribution to the common 
good that actually results from private enterprises—a misunderstanding often 
fostered by minority leaders. Sound “public relations” are all-important in 
preserving the validity of private international agreements by appealing to the 
living law concepts of the majority. 

In the absence of a universal legal code, of international courts of justice, of a 
world enforcement agency, agreements between private interests of different 
countries must recognize the authority of eminent domain, must seek their 
validity by adhering to living law concepts, must provide reliable remeaies secure 
from political frustration. This demands that the contracting parties actually 
undertake a public trust, and that the individuals who administer that public 
trust as private trustees must be truly representative of the indigenous majority. 
It also requires the organization of institutional agencies of public trust as the 
primary contracting interests. Private international agreements then will offer 
sufficient validity to merit the confidence of investors. 

Economic undertakings of imperfect humans, subject to unpredictable natural 
phenomena, and in a predatory world, will not always be successful. These risks 
are common to all undertakings and investments in varying degrees. What are 
the remedies, then, that must be provided in international economic cooperation 
to merit and protect the confidence of all who participate? 





INVESTMENT SAFEGUARDS AND INDEMNITY 


Before discussing practical remedies in case of legal difficulties under inter- 
national private agreements, it may be helpful to review briefly some of the 
important safeguards against such difficulties. These protective measures so 
important to overseas investors also are part of the specifications for an investment 
program that seeks to achieve true progress through economic development: 

(a) The undertaking must directly contribute to the common good in the area 
where it is located. 

(b) The majority who live in that area must recognize and value this contribu- 
tion to the common good. 

(c) The contractual and implied responsibilities inherent in the use of imported 
capital resources must be accepted as a public trust by representatives of the 
indigenous majority. 

(d) Capital resources must be provided by a central fund of commingled capital 
investments regardless of national origin. 

(e) Such capital provided by a central fund should generally be temporary 
equity, or guest capital invested in new enterprises. 

(f) These new ventures should then be disposed to private local ownership as 
soon as they become mature operations, and as rapidly as indigenous capital 
formation will allow. 

(g) The guest capital recaptured from ventures thus disposed may then be 
reinvested in other new undertakings in a continuing program of economic 
development. 

(h) Such a program shall include both the right and the responsibility to create 
and maintain the foreign currency balances needed for conversion pur s. 

(¢) The substitution of indemnity for enforcement as the primary remedy under 
private international agreements. 

It should be quite apparent that the foregoing investment specifications can be 
met only through the employment of institutional service agencies. The intro- 
duction of indemnity features, alone, necessitates the creation of institutions for 
distributing the exposure to overseas investors. Only the very largest corpora- 
tions in the world have the resources and facilities that enable them to distribute 
their assets sufficiently to permit the accrual of indemnifying reserves. Many of 
these, even, must confine their investments to special types of undertakings 
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Geographie spread and economic spread of investment risk are equally important 
characteristics of any self-indemnifying system. The investment company, 
or mutual fund, is the traditional institution used by investors for generations to 
achieve distribution of their exposure. 

Government agencies are inadequate and unreliable institutions of indemnity, 
for they are essentially political instruments of particular countries and thus un- 
dependable for private international functions. Who can say if guaranties by 
governments will exist during the life of an investment overseas, during changing 
political administrations and national viewpoints? On the other hand, private 
institutional agencies can serve quite successfully without relying on international 
enforcement. 

PUBLIC INVESTMENT 


International economic cooperation between nations quite understandably 
affects, favorably or adversely, private economic relationships. There is evidence, 
first of al, that when public funds become available to Governn.ent administrators, 
they are likely to be somewhat less interested in creating the minimum conditions 
to attract private investment. This has been noted by one important American 
organization in the following declaration: 

“Tf favorable investment climates are to be created abroad, our Government 
must make it clear, by word and action, that American public funds will not be 
made available for projects which, under proper conditions, could be financed by 
private capital. It is obvious that no progress will be made toward opening the 
door to the entrance of private capital from abroad, and particularly from the 
United States, so long as other nations believe that they can draw upon American 
public funds, and can thereby escape the obligations and self-discipline which the 
attraction and use of private capital would entail.” ® 

Besides the ideological contradiction with incentive enterprise concepts, and the 
competitive conflict with private capital, the effectiveness of Government agencies 
in fields of economic endeavor is seriously limited. Even their continued existence 
rests on political expressions of public opinion with respect to the amount of funds 
made available to them, to the provisions governing the use of such funds. Gov- 
ernment agencies are therefore unsuited and unreliable in long-range programs of 
international economic cooperation. Their general use throughout the world is, 
in large measure, an indictment of private initiative, although there are important 
functions in the development and economy of every country which its government 
agencies must fulfill. This difference in functional purpose between public and 
private investment is discussed by August Maffry " as follows: 

“It is fundamental to the problem of increasing private investment abroad 
that a clear distinction be made between the roles of public and private capital. 
Failure to make this distinction is responsible for the commonly held view that 
public investment abroad can be reduced to the extent that private investment 
is inereased. This is not only fallacious; the contrary is actually the case. The 
fact is that large areas of investment are no longer of interest to private capital. 
These include land transportation and harbors, communications, development of 
water resources and, for the most part, the generation of electric power. Invest- 
ment in these fields will be public investment, either local or foreign, whatever 
the amount of private investment. Furthermore, public investment in these 
fields is a prerequisite for private investment in its particular field, which is the 
production of goods and services.” 

Serious difficulties can stem from the failure of private investment to keep pace 
with public investment, for both are coextensive phases of economic development. 
A hydroelectric generating plant built by a Government agency must have many 
private customers to justify the investment, which will be a national liability or 
tax burden until it has adequate private support. Such unprofitable undertakings 
of governments may not in themselves contribute to economic progress, but 
they are essential to other enterprises that do. The urgency to implement 
private investment increases with the extent of public investment in an area, 
especially if this reflects debt obligations incurred to other countries or inter- 
national government agencies. 

William J. Siemon presents the issue of American economic cooperation in these 
terms:!? 

“The proposition, therefore, is whether America’s economic and financial 
assistance should be in the form of Government or quasi-Government loans or in 
the form of private investment equity financing. * * * 





1° Declaration of the Nationa] Foreign Trade Council, Inc. 
1 U. 8, Dept. of State, Program for Increasing Private Investment. 
% The Future in the Field of International Economic Development. 
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“There is a limit to which financial aid can be in the form of loans. A loan 
calls for payment of principal and interest on fixed maturity dates, and the con- 
tract invariably embodies a provision that in the event of default in the payment 
of any maturity, the whole loan becomes due and payable. * * * It is an axiom 
that the individual business corporation or partnership most likely to get into 
financial difficulties, is one which has too much borrowed capital in relation to 
equity capital, and why should that fundamental fact be less applicable in the 
case of a foreign governmental borrower than it is with any private business 
enterprise?” 

Public investment and private investment supplement each other, and neither 
can be ignored without harm to the other. More attention has been devoted to 
the public sector than to encouraging those conditions which merit and_ protect 
the confidence of private investors. 

Efforts have been made by both Government and business organizations to 
define the terms and conditions which will attract the interest of private investors 
from other countries. The most serious handicap encountered by such efforts 
has been the lack of criteria for judging the merits of various forms of foreign 
investment. It is impossible to establish universal standards of treatment for 
all foreign investments, when certain types may make no contribution to local 
economic or social progress, or may actually cause a deterioration of financial 
and physical resources. The establishment of conditions which will merit the 
confidence of overseas investors must commence with a careful delineation of the 
character of investments entitled to become beneficiaries of more favorable con- 
ditions. It is as impractical for governments to treat all forms of foreign invest- 
ment alike, as it is naive for private investors to interpret benevolent laws and 
regulations calculated to attract foreign investment, as a guaranty that the 
country will always be able to act as favorably as it may desire. 

Any evaluation of imported capital investment should include recognition of: 

(a) The extent and manner that it will contribute to local economic progress 
in higher per capita income. ; 

(b) The extent that it will contribute to the support of public services and 
facilities characteristic of higher living standards. 


III. Importance or Po.uicy Issues 1n Economic DEVELOPMENT 


Thus far, attention has been focused on some of the major obstacles to private 
international economic cooperation, and on the need for institutional agencies of 
performance and protection. The best of tools, however, will yield only disap- 
pointment if improperly used. It is especially important to consider also the 
basic administrative policies which will determine day-to-day decisions and prac- 
tices—the strategic principles behind tactical operations. 

Administrative policies are the criteria for judging the motivation and objec- 
tive of management in its effort to reflect the will of ownership. When this is 
the attainment of maximum productivity and profit, further consideration must 
be given the time and the distribution factors, i. e., over what period of time should 
productivity and profit be measured, and how are they to be distributed between 
consumers (society as a whole), management, and labor as the producing team, 
and ownership or investment which provides the tools to do the job. 

The time factor and its influence on management policies is probably the most 
important and the most difficult confronted in overseas operations, for long-range 
gains are invariably attained at the expense of short-term sacrifices. The issue 
is: How much of an immediate sacrifice is necessary or prudent, and how certain 
and beneficial will the future gains prove to be? In overseas operations, the 
abnormal exposures to invested resources tend to stress short-term gains because 
of the uncertainty of realizing on long-term benefits. 

The importance of the time factor in management policies stems from the fact 
that economic progress is quite unlikely to result unless development undertak- 
ings reflect long-range objectives of production and profit. These policies ordi- 
narily fall in either of two categories, translative or speculative. Reserves set 
aside to repair or replace machinery and equipment when it is worn out or obsolete, 
or the amortization of capital assets that are constantly declining in value, reflect 
policies for the translation of long-range effects on year-to-year operations. The 
accrual of such reserves from annual earnings is an impairment of immediate 
profit to ownership—a sacrifice to preserve the business as a sound venture in 
the future. Speculative long-range policies, on the other hand, generally involve 
an added cost or expense which offers the possibility of future reward. Research 
and product improvements are quite frequently of this nature. When Henry 
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Ford introduced a minimum daily wage of $5, he was speculating on the future 
increase of buying power and the greater sales of automobiles he believed would 
result. 

ALTRUISM AS A POLICY 


Overseas ventures very often confront management with the necessity of mak- 
ing heavy sacrifices in the beginning in order to create conditions favorable to 
profitable operations in the future. It may be necessary to build, staff, and main- 
tain & hospital to protect and improve the physical and mental health of employees 
and their families, as a means of improving their productive value to the enter- 
prise. Likewise, a school, teachers, and adult educational extension programs 
may have to be supported. Very often these immediate costs can be, and are, 
avoided by management with the result that economic and social progress suffers, 
and this in turn adversely affects the future of the undertaking. 

The immediate sacrifice, which is invariably the price of future gains, is some- 
times referred to as “altruism” or a policy of business philanthropy. Quite the 
contrary, there are many examples of the value of altruistic policies in terms of 
profits. When the American merchant, John Wannamaker, delineated his 
famous policy that “‘the customer is always right,”’ he substituted altruism for 
the ancient doctrine of caveat emptor—buyer beware—which is still the guiding 
policy in much of the world. Altruistic management policies are expressions of 
enlightened self-interest, and the willingness to forego some measure of immediate 
profits to acquire future advantages is especially important in any program of 
economic development. 

Management policies that are selfishly short range, are largely manifestations 
of fear or ignorance or both. The threat of war, of civil unrest, of government 
seizure, of political frustration, all tend to create fears that incite policies. of 
‘let’s get ours now, for tomorrow may never come.’ The essential characteristic 
of exploitative practices is ignorance—the failure to recognize the far greater 
benefits which will result from improved per capita income. Only those who 
do not understand the economics of production in an industrial society and the 
extent of economic interdependency that results, have any competitive fears 
about the economic development of other countries and areas. International 
economic cooperation, foreign investment and trade, broader markets and greater 
buying power, higher standards of living and per capita income, prosperity and 
peace in the world, all start with the elimination of fear and ignorance, and their 
effect on the policies and practices of men and institutions. It requires faith and 
patience to adopt long-range policies in overseas operations—faith in the future, 
faith in men, faith in governments, faith, even, in the meaning of life. The 
greatest aid that governments can give to economic cooperation, is the elimination 
of the threats that cause men to fear the future. 


INFLUENCE OF COMPETITION ON POLICIES 


Individual enterprises must always consider the competitive effect of long-range 
management policies and their immediate cost. Henry Ford was able to pay 
higher minimum wages than contemporary firms because of a competitive advan- 
tage he enjoyed as the result of more efficient utilization of human productive 
effort—mass production. The history of the garment industry in the United 
States affords an excellent illustration of the value of a strong trade union under 
intelligent leadership, in protecting long-range management policies from adverse 
competitive effects. Labor’s ability to insist on minimum standards by all 
competitive elements of a particular industry, enables the management of indi- 
vidual companies to adopt policies that will contribute to economic progress 
without suffering competitive penalties. In much of the world, ownership and 
management do not enjoy the policy protection afforded by strong trade unions, 
with the result that short-range management policies create a relatively stagnant 
consumer market. Unable or unwilling to adopt policies that will cultivate their 
own domestic market, foreign management then looks enviously at the high per 
capita income and the tremendous consumer market in the United States. Inter- 
national trade is mutually beneficial only when the productive management poli- 
cies of overseas competitors are comparable. 

In the absence of a strong trade union movement which can protect management 
policies from competitive disadvantage, two alternatives are generally resorted to 
in different parts of the world. One is Government control and regulation of 
management practices, either by statute, commissions, licenses, concessions, or 
other devices. The other is the elimination of competition entirely by creating 
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trusts, cartels, or monopolies which are then free to adopt any type of management 
policy without fear of competitive reprisal. There is justification for the use of 
any and all these measures under some circumstances, and each has its undesirable 
aspects as well. The preservation of a competitive environment is all important 
to the achievement of economic progress and the extension of individual oppor- 
tunity. Yet chaotic competition can be as destructive of these ends as the 
indifference that too often characterizes monopoly operations. 

This is largely an unsolved, or at least an unsatisfactorily solved, dilemma con- 
fronting private enterprise in every country. This has probably led to the 
nationalization of more fields of private enterprise than any other single cause, 
Competition, particularly in communications and transportation, can cause rapid 
deterioration of service and the economic contribution of industry. The use of 
institutional agencies of public trust under private trusteeship and authorized by 
governments to establish and police minimum standards of management policies, 
deserves to be explored. Private economic cooperation through the employment 
of international resources, can make 9 far greater contribution to economic progress 
if it is competitively free to adopt policies that achieve this progress. 


DISTRIBUTION OF NEW WEALTH 


The second category of administrative policies which have an important bearing 
on economic progress, is generally the center of controversy. Although men can 
usually agree on the best methods and policies for producing new wealth, they 
find it more difficult to agree on the proper distribution of that new wealth. This 
is essentially a conflict of the short range self-interest between producers of wealth 
and possessors of wealth—between management and labor on the one hand, and 
ownership and investment on the other. When the individual is both a producer 
and a possessor of wealth, this conflict of interests results in a compromised personal 
viewpoint; and when the majority of a country are both producers and possessors 
of wealth, a dynamic balance results which is manifest in politic2] and economic 
trends. In countries where the majority are either producers or possessors of 
wealth, this conflict in self-interest creates a static tension between individuals 
which too frequently finds expression in economic, social, and political violence. 

A fundamental weakness of socialist economic orders is that community owner- 
ship is not an adequate substitute for personal possession, for the inescapable 
responsibilities that accompany the possession of wealth do not then rest on the 
individual, nor encourage personal self-discipline. Even when this responsibility 
is ignored or abused, the inevitable retaliation that occurs forces compromise and 
progress is achievel. The danger is that this retaliation may seek to destroy the 
concept and instrumentalities of individual possession and responsibility, rather 
than correct their misuse. When social and economic adjustments are taking 
place in any country, it is extremely difficult to accurately evaluate the true nature 
and direction of these changes. Communist leadership, quite naturally, tries to 
take advantage of thése movements and too often it succeeds largely because 
socialism seems to be the only alternative. Furthermore, the Communist 
ideology is always articulate and persuasive to those who have never known the 
responsibilities inherent in the possession of wealth. Those who do are too 
frequently inarticulate and defensive— relying on condemnation and compulsion, 
instead of demonstration and persuasion. 

Policies which effect the distribution of new wealth are vitally important to 
investors, both local and foreign, for they substantially influence the growth as 
well as the spread of per capita income, and largely determine the extent of political 
and social exposures. 

The issue of new wealth distribution has been well expressed in the June 1953 
Monthly Letter on Economic Conditions, published by the National City Bank 
of New York: 

“The productivity argument raises the question of principle in distributing the 
rewards of productivity. It has often been pointed out that the basis for higher 
wages must be increased productivity, for only by greater output per man-hour 
can more goods per capita be available to raise real incomes throughout the 
economy. But there are various ways in which productivity gains can be dis- 
tributed. They should, so far as possible, go to everyone. 

‘‘Not only those who are factory workers contribute to the improved efficiency 
of our economy, but also school teachers, repairmen, farmers, public servants, 
those whose savings provide the necessary capital for new plant and equipment, 
and all who work at tasks for which there is an economic demand. Cutting 
the cake of productivity should result in improving the real income of all these 
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persons, not just a few. This is best done by distributing some of the gains of 
productivity in the form of lower prices, to increase the buying power of all 
groups in the economy. * * * 

Any theory that labor is entitled to a lion’s share of productivity gains must 
balanced against the just claims of capital, which has provided the new tools 
ini machinery that have lightened the burden of labor’s toil and been largely 
responsible for its vastly increased output. The productivity of the American 
worker has been raised not because he works harder or longer or necessarily with 
more skill, but mainly because he has at his disposal a greatly enlarged and costly 

vestment in equipment and power. * * * The theory may seem to work so 
long a8 increased costs can be passed on in prices. But this is at the expense of 
the consumer. Since not everyone can get an increase at the same time and in 
he same amount, and those whose incomes are inflexible get none, a great many 
people find their ability to buy actually reduced.” 

The foregoing presents the viewpoint of the possessor of wealth toward the 
listribution of productivity gains, for it stresses the contribution made by property 
to these gains. ‘The producer of wealth argues that property—machinery, equip- 
ment, and the tools provided by capital—can only contribute to productivity to 
the extent that it is used, and that this is determined by the buying power or per 
capita income of consumers. On the thesis that the majority of consumers are 
also producers of wealth, their greater participation in the gains of productivity 
creates the buying power required to keep the tools provided by possessos of 
wealth in profitable use. 

In a very great measure these two viewpoints are quite compatible, for they 
both recognize the importance of cultivating consumer buying power and differ 
mainly on how this is best accomplished in real and equitable terms. In econo- 
mies where productive capacity already exists, policy measures must stimulate 
the capacity to absorb that production. Where the capacity to produce is 
undeveloped, policy measures must encourage greater production in a manner 
that also builds a domestic market on rising per capita income. 

The long range interests of both producers and possessors of wealth are identical 
and nonconflicting, and management policies of enterprises created under a 
program of continuing economic development can and should give expression 
to what is best for local economic progress in the long run. Such policies can 
best be encouraged by governments by providing incentives and safeguards for 
attaining long range management objectives. 


ECONOMIC OBSOLESCENCE 


Another policy issue frequently encountered in Overseas economic cooperation 
which can lead to diplomatic difficulties, is the destruction of existing values 
which invariably results from economic development. The introduction of a 
modern, efficient productive enterprise, equipped with up-to-date machinery 
and adequately financed, can very well destroy its competitors who—more than 
likely—have struggled for years under serious technical and financial limitations. 
This, of course, will be resisted and resented for the cost of economic progress 
is not generally understood or accepted. Rather, it is more likely to be viewed 
as a gross violation of economic justice and, when overseas interests are involved, 
an imperialist exploitation of local people. 

If a conservative is ‘‘one who knows the cost of change,”’ then overseas economic 
development, must generally reflect a conservative policy with respect to local 
economic disturbances, by embracing measures that minimize the adverse effects 
In actual practice this may become prohibitively expensive for individual enter- 
prises. What starts out as a simple undertaking can turn into an effort to 
rehabilitate an entire segment of the local economy. The cost and complexity 
of such programs are better handled by local institutional service agencies. 
Foresight and proper planning, also, can avoid many disturbances which can 
threaten the safety of investinent. 


IV. ImMportTaANCE or Human Errort in Economic PrRoGREss 


Economie development has been defined as the result of human effort in the 
production and distribution of new wealth. Human attributes, then, are all 
important factors and are as likely to contribute to success or failure as material, 
financial, or natural resources, or the techniques of the wealth creating process. 
Why are some areas impoverished, even when the natural environment is bounti- 
ful? Can any economic progress occur unless the people possess certain indis- 
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pensable attributes, and just what are they? These are always important, always 
difficult, and frequently ignored questions. ’ 

Human effort is the result of an impelling motivation and the ability of per- 
formance, and both the motivations and abilities of people differ widely—as groups 
and as individuals. The whole meaning and motive of life to a Buddist, fo, 
example, may be the attainment of complete freedom from any desire for oy 
dependence on material things. Freedom from want, then, is achieved throug) 
selfdiscipline and not through the satisfaction of needs or desires. He may also 
believe that his status in life is preordained by divine law, and that it is useless anc 
sacrilegious to attempt to change it. 

The human attributes that are the foundation for progress can be summarized 
as the willingness and the ability of the individual to assume personal responsi- 
bilities. This willingness of the individual to be self-reliant, to exercise self. 
discipline, is a reflection of the ethical and moral concepts he embraces, and of the 
incentives inherent in a freely competitive social, economic, and political order 
The ability of the individual to assume personal responsibilities for his philosophi- 
cal beliefs, his cultural and social achievements, his economic status, and his 
political environment, is largely the result of educational and cultural influences 
Only in a truly democratic political order does sufficient personal freedom exist for 
these great forces to affect succeeding generations. In turn, the rights of the 
individual in any society will be in direct ratio to the degree that he is willing and 
able to assume personal responsibilities. 

Lecomte du Nouy is most convincing with his proof that the survival and prog- 
ress of man, as well as other species, depends on the willingness and ability to 
struggle against forces and influences, both human and natural, that cause degen- 
eration. From this life struggle, the mistakes, the errors, the sins, come the com- 
pelling lessons and experience necessary for the achievement of human progress. 
The attitude or reaction to failure or adversity, then, is particularly significant 

In some parts of the world, the trials of life are believed to be the whimsical 
expressions of a malicious or jealous god, to be met by seeking divine favor through 
traditional forms of obeisance. If these trials are the result of human short- 
comings, the lesson they teach is lost. If an individual fails to oil the bearings of 
a machine and damage results, this may not be an experience, then, that suffi- 
ciently shocks his sense of personal responsibility to result in more diligent attention. 
He is likely to consider the unfortunate affair as an “act of god’ and that his 
offerings at the temple are adequate to prevent a reoccurrence. These are atti- 
tudes and concepts which are deeply rooted in the philosophical, religious, and 
cultural traditions of people that are nevertheless important factors in economic 
progress. 

The institutions that men create—their religious, cultural, political, and eczo- 
nomic organizations—generally are regarded as the calculus of the group. They 
also profoundly influence individual behavior and the extent to which each is 
allowed or encouraged to assume personal responsibilities as part of the group. 
When these institutions and organizations are authoritarian, when they do not 
allow or encourage the individual to assume personal responsibility for his philo- 
sophical beliefs, his religious and cultural concepts, his political and economic 
environment, they are unreliable instruments of human progress. The centrali- 
zation of authority unavoidably includes centralization of responsibility. Then 
personal obedience is demanded of the individual instead of self-discipline, and he 
is discouraged—even prevented—from acting or thinking on his own responsi- 
bility. Compulsion—a manifestation of fear—takes the place of rewarding per- 
sonal incentives as the motivation for individual effort. When the individual loses 
his responsibility because he has lost his authority, progress is slow. 

When individuals are accustomed to looking to a central authority over the 
guidance and direction of one phase of their life experience, they are easily per- 
suaded to do likewise in other phases. The Communist international conspiracy 
is built on this fact. The individual whose sense of personal responsibility is 
limited to obedience, who has lost his authority to think and act, has accepted 
authoritarian rule regardless of its form ir government, religion, or economic 
order. It is not an accident that militaristic cultures with their emphasis on 
obedience, have produced authoritarian political orders; nor that the pioneer 
culture of America with its demand for personal self-reliance and self-discipline 
has produced a democratic political order. 

Intelligent and selfless religious leadership is an economic asset as important 
as natural and financial resources. The criterion of the economic contribution 
of religious leadership is the extent to which it teaches and encourages individual 
self-discipline and personal responsibility, and the courage these attributes require. 
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R ious leadership that fails to do this because it fears a challenge of its own 
ority, fails also to provide the necessary human foundation on which economic 
rress depends. This is not a matter of salvation in the next world, but of 
ival in this one. 

any program of international economic cooperation it is important to evalu- 

the character of indigenous human resources and to encourage the cultivation 

hese local resources. Initial progress is often faster and easier by resorting 
ubstitution in place of cultivation—by importing individuals prepared to 

e an immediate contribution to the human effort, and to ignore those who 

unprepared. This, of course, is the essence of colonialism. There is an 
nportant distinction, however, between the importation of individuals with 
special qualifications for the purpose of enlarging local human resources, and for 

purpose of replacing local hfiiman resources. The employment of inter- 
ational resources in a program of economic development must include long range 
policies of cultivating indigenous human resources in the wealth creating process. 

Such an undertaking is usually difficult and costly for individual enterprises and 

s a responsibility better administered by institutional service agencies supported 

jintly by them. 

Because the craftsman is always more important that the tools he uses, it is 
portant to recognize cultural areas of the world as distinguished from political 
and geographic areas. Northrop ™ suggests that there are seven major cultural 
inits in the contemporary world: 

‘1. The Asian solidarity of India, Ceylon, Tibet, Burma, Thailand, Indo- 

ia, China, Korea, and Japan rooted in the basic philosophical and cultural! 
similarity of non-Aryan Hinduism, Buddhism, Taoism, and Confucianism. 

“2. The Islamic world rooted in the religious and philosophical faith and 
econstruction of a resurgent Islam. 

‘3. The non-Islamic, non-European African world rooted in its lesser known 
ulture. 

“4. The Continental European Union grounded in a predominantly Roman 
Catholic culture with a secular leadership that has passed through the liberaliz- 
ing influence of modern philosophical thought. 

5. The British Commonwealth with its predominantly Protestant British 
imperical philosophical traditions combined with the bond of unity derived 
through classical education, English law, the Church of England and its royal 
family from a stoic Christian Rome that has passed through Hooker, the Tudors 
and Cromwell’s versions of the Protestant Reformation. 

“6. Pan American rooted in the liberal constitutionalism of the common law 
of the United States on the one hand, and the modern equivalent of Cicero’s 
iberal stoic Roman legal universalism on the other hand as expressed in govern- 
ments, and even education, under secular leadership. 

“7. The Soviet Communist world comprising the U. 8S. 8. R., her Eastern 
European satellites, mainland China, and North Korea.” 

he areas omitted in the foregoing classification, explains Northrop, attach 
themselves naturally to one or the other of these divisions. 

Human effort in the achievement of economic progress also has its physical 
imitations which result from inadequate and unbalanced food supplies. It has 
often been said, for example, that an Asian agricultural evolution would occur 
if the seythe replaced the sickle. But the considerably greater physical energy 
required in the use of the former is generally lacking throughout Asia. Many 
practices are not entirely the result of cutural inhibitions, or ignorance, or “‘lazi- 
ness,’ but have far deeper reasons for their use. 

Life in the East is essentially a religious experience, as distinguished from the 
natural or physical interpretation of life in the West. This difference in a funda- 
mental concept of human existance and purpose must be sympathetically under- 
stood by both the East and the West, and recognized as twin sources of tremen- 
dously valuable contributions to human progress. 


V. INsTITUTIONAL Service AGENCIES NEEDED 


The preceding sections attempt to summarize some of the basic reasons for 
employing institutional service agencies in a program of international economic 
development. The lack of such agencies of performance and protection is a 
serious frustration to private economic coooperation, for the obstacles and expo- 
sures characteristic of international relationships cannot be satisfactorily met with- 
out them. 





8 By permission of the Macmillan Co., publishers of The Taming of the Nations. 
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THE LOCAL DEVELOPMENT COUNCIL 


To maintain a continuing program of economic development involving coopera- 
tion with those of other countries, requires first the establishment of local boards 
or councils having the authority to assume the responsibilities inherent in such 
international relationships. Any area, then, desiring to implement economic 
development by becoming a unit in an international network, must first organize 
a local development council under the private trusteeship of local citizens who are 
truly representative of the indigenous majority. This local development council 
must be a legal instrumentality of public trust, such as a nonstock corporation or 
association, having a charter and bylaws comparable to those of other local 
development councils with which it intends to cooperate. Although the local 
development council will charge for the services it renders in order to pay the 
expenses it incurs, none of its net earnings may be distributed to the benefit of any 
individual—including the trustees. 

Besides a charter and bylaws which will merit the continued confidence of other 
development councils, a license or commission of authority must be acquired by 
each local development council from its own government. Under this grant of 
authority, the local trustees are then qualified to cooperate with similar groups in 
other countries. The general provisions of such a commission of authority are 
outlined and discussed in the final section of this manuscript. Also, each local 
development council becomes a member of a central international agency dis- 
cussed later as the institute of Economic Cooperation, and through this bilateral 
association becomes a unit in an international cooperative network. 

The local development council is essentially an administrative service agency 
and is not intended to be the source of capital for development purposes. Its 
functions are those generally required to establish and maintain a long range 
program of private international economic cooperation that will result in true 
economic progress. These functions embrace economic, cultural, social and other 
activities, but must not include partisan or religious involvement. 

In general, then, the local development ouncil will— 

1. Act as a trustee for all property, resources, and interests, both local and 
foreign, engaged in or resulting from the economic development of the area. 

2. Delineate legal and social standards of local performance, assume full 
responsibility for contractual obligations. 

3. Negotiate with and supervise all relations with the local government, its 
administrators and agencies; and maintain relations with other nongovernmental 
organizations. 

4. Organize a long-range program of economic development in cooperation 
with government, and coordinate privete participation with public investment and 
development. 

5. Organize and generally supervise specific ventures involved in the program of 
economic development, which will be sold to private local interests when they 
have matured. 

6. Implement management policies directed to greater productivity, higher 
per capita income in terms of local buying power, and encourage a freely competi- 
tive economic, social and political order that will improve and protect the 
economic opportunities of the individual 


OPERATING CORPORATIONS 


The start of each development undertaking of the local development council 
begins with the preparation of a project development survey which is submitted 
for approval of the proper government authority. When it is approved, the 
council then organizes an operating corporation to engage in this enterprise, 
holding in trust the voting shares of the corporation and acting as its board of 
directors. Besides the voting shares held in trust by the council, each operating 
corporation also issues nonvoting shares to acquire its capital resources by selling 
them to an international institutional agency later discussed as the Internationa! 
Development Capital Fund. 

The local development council should be primarily concerned with the types 
of enterprises which require the employment of foreign resources in the form of 
machinery, equipment, patents, technical services, supplies, or materials. Their 
procurement, of course, involves the use of foreign currencies that must be earned 
in some manner of export program. Thus the initial ventures should be those 
that contribute to the creation of foreign currency balances adequate to imple- 
ment overseas procurement and to protect foreign investment. All enterprises 
of the local development council are intended to be profit-producing undertakings 
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perated under long-range management policies which will contribute to local 
omic progress. The diplomatic and public relations burden this may involve 
sa fare ary responsibility of the local development council supported by the 
5 | ute of Economie C ooperation. 


THE INSTITUTE OF ECONOMIC COOPERATION 


The Institute of Kconomie Cooperation is intended as a source for various 
ser me required by the local development councils which constitute its member- 
ship. nder the terms of a membership agreement, each local development 
ouncil Tortios the Institute with limited agency authority to act in behalf of 
he council on matters and transactions of an international character. The 
Institute is responsible for the development of foreign markets and the procute- 
nent of overseas goods and services. It is also concerned with the standards of 
ocal management policies and is empowered to regulate dividend declarations 

yperating corporations ina manner that will invite investment without dete- 
‘jorating long-range policies 

The board of trustees of the Institute of Economic Cooperation is expected to 

nsist of a representative of each local development council. The Institute will 
harge for the services it renders in order to meet the expenses it incurs, but none 
f its net earnings may be distributed to any individual. Functional responsi- 
bilities will be unde: the di.ection of a staff of executive directors in cha-ge of 
arious operating service divisions. Thus each local development council will 
iave available such technical assistance as it may require. Although the Institute 
ould not maintain staff personnel and facilities adequate for all requirements, it 
an acquire these under contract from reliable sources. The initial management 
lirements of new operating corporations, then, may be supplied by established 

rns under management agreements negotiated by the Institute and app:oved 
by the local development council. Investors thus are assured of responsible 
nanagement of enterprises developed with their capital. 





The influence that the Institute of Economie Cooperation would have on na- 
al governments and their regulation of trade and investment could become 

bstantial if were directed in a manner that merited cenfidence in the compe- 
ce and lebenelis of its operations. Many difficult political issues could be 

oided by governments if a responsible private institutional agency were 
ilable 


INTERNATIONAL DEVELOPMENT CAPITAL FUND 


Before « kamining the character of a private institutional agency for mobilizing 
and investing international capital resources, it may prove helpful to review again 
the specifications given earlier of the type of investment program under considera- 
tion. The investment company, or mutual fund, is a traditional instrument of 
finance in Overseas investment. It is essentially a device for distributing invest- 

ent exposure Over many different enterprises engaged in a wide range of activities 
and geographically dispersed. The stockholder of an investment company, 
therefore, owns a small share of many individual corporations whose capital se- 

rities are held in the portfolio of the investment company. Adverse economic 
conditions in a particular type of business or in particular areas have only a 
proportionate effect on aggregate results. 

The proposed international development capital fund should be an investment 
company whose own shares will be sold—and can be purchased—in the currencies 
ff various countries. All investors in the capital fund then possess shares of 
equivalent value in terms of their own currency, and in terms of risk and return. 
Because economic development invariably requires the acquisition of capital 
equipment and the procurement of goods and materials from foreign sources, the 
various currencies obtained by the capital fund from the sale of its shares ar 
thus available for the purchase of such capital equipment for export to operating 
corporations of local development councils. Machinery, equipment, and services 
produced in any country then can be purchased to the extent that investors in 
those countries buy shares of the capital fund. Likewise, investors in the areas 
where development operations are undertaken provide working capital to defray 
local expenses and purchases. The commingling of international capital resources 
mobilized by the capital fund thus permits capitalization of economic development 
without burdening government foreign-exchange balances. 

In addition to the voting shares held in trust by the local development council, 
each operating corporation also issues nonvoting shares, all of which are purchased 
exclusively by the capital fund. The entire capital needs of operating corpora- 
tions are thus provided by the capital fund as a guest capital investment of com- 
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mingled international resources. No direct investment should be allowed, either 
by local or foreign interests, to subordinate the exclusive position of the capital 
fund in operating corporations. Leverage techniques in the financing of economic 
developing in particular areas should be reserved to the capital fund itself and no: 
the local development council or its operating corporations. This will in no way 
limit local investment support of the international development capital fund. — 

Unlike most investment companies, which invest almost entirely in shares of 
established enterprises, the capital fund investments in operating corporations 
will largely represent new, speculative, venture risks. Also, the guest capital 
principle of overseas investment, involves ultimate disposal of each operating 
corporation to local ownership. Thus the distribution of capital gains, or the 
accrual of capital increment, at the time of sale becomes an important issue. 
Under the terms of the proposed commission of authority, and the membership 
agreement of the local development council in the Institute of Economic Coopera- 
tion, one-half of the realized capital gains will be distributed to the capital fund. 
and one-half to the local development council. As the capital fund provides a}! 
capital for each operating corporation, all dividends declared by the operating 
corporation are paid to the capital fund. 

Not all new enterprises will be profitable, and it is important to protect the 
confidence of local as well as foreign investors against the disappointment and 
even suspicion that sometimes results from such unsatisfactory experiences. The 
ability to attract investment support in many areas of the world will depend on 
how successfully the capital fund performs this protective funetion. To do so it 
must participate generously in the earnings and capital gains of those enterprises 
which prove profitable. Furthermore, the cyclical reemployment of guest capital 
released by the disposal of an operating corporation will necessarily involve the 
conversion and exportation of this guest capital for the procurement of capital 
goods required by a new undertaking. The right and ability to accrue foreicn 
exchange balances adequate for this purpose during the term of initial guest 


capital investment, is therefore most important to a continuation of international! 
economic cooperation, 


INVESTMENT INDEMNITY AS A REMEDY 


The distribution of investment exposure provided by the contemplated inter- 
national development capital fund will make it possible to accrue a central in- 
demnity reserve against the risk of capital impairment resulting from political or 
social causes of frustration. If each of 10 local development councils located in 
as many different countries, contributed to a central indemnity fund an amount 
which annually equaled | percent of the capital invested in their respective areas 
by the capital fund, the accumulated reserve in 10 vears will equal the average in- 
vestment per area. If there are 25 such local development councils, the accumu- 
lated indemnity reserve will equal the average investment per council in 4 years. 
Any loss during the early years that might exceed the accumulated indemnity 
reserve at the time, can be established as a preferred claim against subsequent 
accruals. For the first time, then, investors in all countries would be able to invest 
in foreign enterprises without incurring political risks in addition to business 
risks. Indemnity would thus replace enforcement as the primary remedy under 
private international agreements. The encouragement this feature would gtve to 
the investors of all countries would certainly stimulate a flow of international 
capital resources throughout those areas willing to assume the responsibilities of 
cooperative effort. It can be achieved only through the use of institutional 
agencies. 

OTHER ADVANTAGES OF INSTITUTIONAL AGENCIES 


Every investor recognizes that the day may arrive when he will either desire or 
find it necessary to dispose of his investments. In fact, the willingness of an in- 
vestor to make a particular investment may well depend on how readily he can 
sell or exchange his securities if he must do so. The liquidation of foreign invest- 
ments is frequently difficult and costly, except when the securities of overseas 
corporations can be traded in the security markets available to the investor. 
Even when a corporation owns a share of some foreign enterprise, it is likely to 
experience similar difficulties should the time come when it wishes to liquidate 
its overseas holdings. Direct foreign investments present this potential problem 
which can be avoided through indirect investment in a capital fund which main- 
tains a market for its own shares in the countries where shareholders are located. 
The proposed international development capital fund could not agree to repurchase 
its shares from investors, because there can be no trading of operating corporation 
shares in its portfolio, but local counter or exchange facilities can be employed. 
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correlative advantage of indirect foreign investment of guest capital is the 
ibilitv of the international development capital fund to dispose of individual 
pevating corporations without distrubing the investment of either local or foreign 
estors in the capital fund itself. The shares of operating corporations can be 
idated at any advantageous time, and the guest capital thus released reinvested 
new development undertakings, without changing the status of any investor. 
fact, it is difficult to believe that any continuous program of guest capital 
tment of international resources could be maintained without the use of an 
titutional agency that affords this flexibility. 
The Institute of Economic Cooperation can serve the international develop- 
capital fund as an international agent in the same manner that it serves 
il development councils. Unlike the usual investment company which invests 
established enterprises, the capital fund must depend on another ageney to 
the operating corporations to a stage of organization that permits theic 
ares to be purchased by the capital fund. This is the responsibility of the 
titute in cooperation with local development councils. Furthermore, while 
ese shares of operating corporations are held by the capital fund, the institute 
st carefully watch all factors which may influence the value and the return to 
the capital fund. It must retain the authority to select and change management 
when this is necessary. It must also facilitate the accrual of currency balances 
by finding foreign markets, and by establishing procurement operations. 


ARTICULATION OF MANAGEMENT AND INVESTMENT 


With possibly a few exceptions, the trustees of the capital fund should not be 

e same as the trustees of the Institute. The former are primarily responsible 

) the investor—to all investors regardless of their nationality—and they must 

e the authority to establish general policies that protect the interest of in- 
estors. They must determine when economic, social, political, and other factors 
are sufficiently promising from the viewpoint of investors, and what limit of total 
nvestment is prudent in different areas. On the other hand, the trustees of the 
Institute of Keconomic Cooperation will be concerned with management policies 
d the achievement of long range economic progress in all areas. The introduc- 
and support of public services and facilities that cultivate greater human 
participation, and the employment of practices that contribute to higher pe 
capita income and a wider consumer market, are the concern of the trustees of the 
Institute. 
This separation—or, more accurately, this articulation—of capital responsibil- 
es and management responsibilities through the joint relationship of two differ- 
ent boards of trustees, each with its own functional areas, is an organizational 
cognition of the divided interest between the possessor of wealth and the pro- 
ducer of wealth (pp. 26-28). Although the ultimate well-being of both possessors 
and producers of wealth are inseparably interdependent, the short-range difference 
in self-interest has been difficult to solve and underlies many of the precautionary 
measures adopted by governments which, in turn, discourage investment. This 
issue has found expression in international government agencies, and must be 
met in private relationships. The trustees of the Institute of Economie Coopera- 
tion represent each local development council, and thus give voice to all capital 
importing areas. The trustees of the capital fund represent the areas that pro- 
vide investment support. 

The balance of grand policy which must be achieved through the joint efforts 
of the two boards of trustees will be determined by their evaluation of plans to 
obtain long-range investment gains at a short-range cost that is insufficient to 
cause investors to lose interest. In other words, the impairment of earnings for 
purposes of future advantage must not discourage investors seeking immediate 
return; and neither must economic development be undertaken in a manner that 
ignores the ultimate value to investors of general economic progress. It is doubt- 
ful that these objectives can be achieved by a single board of trustees. This use 
of institutional dualism conforms to parliamentary dualism that characterizes 
most democratic orders. The two Houses of the British Parliament and the 
American Congress, for example, represent political efforts to achieve a balance 
for the common good of the greatest number. 


SCHEMATIC ORGANIZATION PATTERN 


An international network of private institutional service agencies for economic 
cooperation: 
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SCHEMAT/C ORGANIZAT/ON 
PATTLAN 


JOS 





VI. ORGANIZATION AND ACTIVATION OF INSTITUTIONAL AGENCIES 

The organization and activation of the various institutional service agencies 
for international economic cooperation presents a challenge that is best explored 
from the separate viewpoints of capital exporting and capital importing areas 
both of which should participate in their organization and in the formation of 


initial operating policies and practices. Much remains to be perfected in this 
system of mutual economic progress. 


FROM THE VIEWPOINT OF THE DEVELOPMENT COUNCILS 


It should be quite apparent that one of the principal objectives of this institu- 
tional approach to economic development, is the cultivation of wider individual 
opportunity and capacity. It is a program that seeks to increase the number who 
possess wealth—who own property—a most necessary characteristic of any pro- 
gram of genuine economic progress. It should also be equally apparent that the 
members of the board of trustees of each local development council must be 
sympathetic to this aim; and that anyone who embraces the concepts of fascism, 
communism, statism, or other ideologies that devalue or ignore the importance of 
the individual, is incapable of assuming trusteeship responsibilities. Likewise, 
men who are committed to the preservation of the economic and social status quo 
in their communities are completely unqualified to direct a program of economic 
and social progress. Only men of democratic political beliefs, free of racial and 
religious intolerance, can merit the confidence of other men in a program of 
international cooperation. 

‘The employment of long-range management policies that contribute to economic 
progress is generally dependent upon two conditions, viz., efficient productive 
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ffort, and the ability to prosper in spite of nonconforming compctition. The 


t 
first factor necessitates capital investment in relatively modern plant equipment 
id power utilization and a continuous improvement in productive efficiency. 


a 
The second factor necessitates consideration of any of four general methods, or @ 
combination of them: 

Support of a strong trade union movement under responsible leadership, 
which will police minimum standards of management throughout an industry. 


2. Laws, regulations, codes, and other public measures which require adherence 
to minimum standards of management in all enterprises. 

The grant of exclusive franchises, formation of monopolies or combinations 
that impose uniform standards of management or eliminate competition. 

{. Voluntary adherence to minimum or uniform standards of management by 
all competitive elements. 

In most industrialized countries both the disciplinary action of industrial trade 
unions and government regulations contribute to the defense of enterprises which 
adopt long-range management policies, against competitive disadvantages. It is 
important, then, that the trustees of local development councils be men able to 
evaluate objectively local conditions with respect to labor, and a labor representa- 
tive should be on the board of trustees whenever possible. Likewise, men who 
represent agriculture, the professions, finance, commerce and industry are needed 
to guide the local development council. 

Only men who are motivated by a strong patriotic interest in their own com- 
munity and country are likely to serve as trustees of a local development council. 
No financial compensation that could be offered them would be commensurate 
with the responsibilities and problems that will confront them. ‘To the extent 
that the activities of the local development council contribute to local economic 
opportunities, those who serve as trustees will benefit along with all others. 
However, these activities of the council must not be allowed to become a means of 
personal advantage for those who have accepted the difficult public trust of 
improving the general welfare. As much of the technical burden of the council as 
possible will be assumed by the institute of economic cooperation through its 
staff representative at the council. 

The trustees of the local development council must also be men who are willing 
and able to accept as a public trust the confidence of those who live in other 
countries. In fast, their highest tribute will be the trust reposed in them by 
investors in shares of the capital fund. Every opportunity, then, should be 
provided for the trustees to visit other countries as guests of the Institute of 
Economie Cooperation. This broader acquaintance between business, profes- 
sional, farm, and labor representatives can serve to strengthen the bonds of mutual 
confidence. 

The local development council will 1.ceed some interim financial resources until 
its income from service functions is adequate to meet expenses. It is important 
that initial gifts, loans, or other advances be free of any special commitments to 
the donors. Expenses incurred by the council in the preparation of project 
development surveys and for the organization of the operating corporations will 
be repaid—plus a service fee—when the capital fund buys the shares of the 
operating ‘corporation. All operating corporations will be expected to pay am 
annual fee to the local development council. 

It is useless to estimate the amount of guest capital that can be made available 
to each local development council, for this will depend on many factors. The 
success of the council in selling shares of the international development capital 
fund to local investors is quite likely to influence the amount of total resources 
committed in the area by the capital fund. General economic, social, and 
political conditions in the area are obviously important factors. During the 
initial year or two it will be difficult to prudently and profitably invest large 
amounts in any area, but the continual mobilization of resources throughout the 
world should make available an ever increasing amount of guest capital for all 
local development councils. The establishment of international channels for 
cooperative effort is more important than the magnitude of resources available 
in the beginning, for too rapid development can be as undesirable as too little 
economic development. 

Initial steps in the organization of a local development council will vary for 
different countries. An organizing committee of representative citizens should 
be formed to explore with government officials the general desirability of a private 
cooperative program as outlined herein. Such an organizing committee might 
well be sponsored by an institution, such as a university, a business or professional 
association, or an appropriate departinent of government. Competent legal coun- 
se! should be retained by the organizing committee, to analyze and prepare a brief 
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on the legal and statutory issues involved in qualifying a local development council 
for international cooperation. This should also indicate the character of any 
necessary legislation to implement a continuing program. Suggested provisions 
for a charter, and for the bylaws, of a local development council are available to 
preperiy constituted organizing committees from the authors of this manuscript 
Some indication should be obtained quite early from responsible government offi. 
cials with respect to the grant of a commission of authority to a local development 
council. To obtain such a government license is the sole responsibility of the or- 
ganizing committee, or the local development council after it is formed. 

Personal attendance at meetings of an organizing committee, of representatives 
of the group in the United States that have delineated this program of private 
economic cooperation, can be obtained on an expense reimbursement basis. 


FROM THE VIEWPOINT OF INVESTORS IN DIFFERENT COUNTRIES 


The function of the international development capital fund is to mobilize the 
resources of investors in many countries, and to invest those resources in equity 
securities of operating corporations organized by local development councils 
throughout the world. It is quite likely, then, that these investors will consider 
the following among the factors that influence the amount of their investment in 
shares of the capital fund: 

1. Distribution of risk: The ratio of total assets of the capital fund in any one 
country—in any one operating corporation. : 

2. Indemnity provisions: The adequacy of measures for the accrual of a central 
indemnity reserve, as compared to the distribution of risk. 

3. Potential earnings: The relative attractiveness of potential investment yield 
on capital fund shares, as compared to other investment opportunities. 

4. Potential growth: The increment in liquidating and market value of capital 
fund shares—or the capital gains—as compared with local inflationary or defla- 
tionary trends. 

5. Trading facilities: The assurance of a ready market for the disposal or ex- 
change of capital fund shares. 

6. General conditions: Individual interpretation of economic, political, and 
social conditions prevailing in areas of local development councils. 

7. General administration: Individual opinion of the integrity and competence 
of boards of trustees, the soundness of relationships between the institutional 
agencies, and the reliability of commissions of authority granted by governments. 

Compared to the usual type of overseas investment, shares of the international 
development capital fund can become quite attractive. Few investors have the 
self-confidence or the qualifications to evaluate and supervise foreign investments, 
and their willingness to invest in the capital fund will reflect in large measure their 
confidence in the special institutional facilities provided for their protection. 
The mere fact that capital resources are needed is, in itself, not an effective appeal 
to the interest of investors. Likewise, local political, social, and economic benefits 
that can stem from a program of private cooperation are not generally regardec: by 
investors as essential to their immediate safety and longer range profit. 

The terms of the commission of authority have been designed to minimize 
the frustrations that have discouraged foreign investments in the past. They 
are, in fact, minimum requirements to merit and protect the confidence of both 
local and foreign investors. As important as the conditions of the commission 
of authority, is the sincerity and integrity behind them. The management 
policies it encourages should reduce political and social exposures to capital 
impairment. These policies may well reduce early investment yield, but the 
protection afforded, the indemnity features, and the combination of earnings 
participation with realized capital gains would appear to be inviting to investors 
in all countries. In this atomic age, distribution of investment has taken on 
a new meaning, and more investors are now interested in acquiring resources 
outside their own countries. 

The actual mobilization of capital in different areas can be undertaken only 
when it is possible to define the exact terms under which that capital will be 
invested in overseas operations, and the nature of the safeguards and remedies 
that will apply. In the United States, this mobilization of overseas venture 
capital through the sale of shares in the international development capital fund 
is quite likely to follow the pattern of investment company practice in the Amer- 
ican market. In fact, American financial leadership for a program of private 
international economic cooperation will be found in the investment companies 
of the United States, rather than in other sectors of the American financial 
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community. This may also be true elsewhere. Such leadership in mobilizing 
capital resources is assured when evidence of cooperative interest and ability 
is provided by overseas local development councils. 


FROM THE VIEWPOINT OF ESTABLISHED INDUSTRIES 


I~ The appraisal of this program of private international economic cooperation 
through institutional services agencies, by established business organizations of 
all countries, will vary widely according to their individual positions in, and 
policies toward, overseas sources of supply and markets. Some will doubtlessly 
be concerned at the short-range effects of a program that seeks to increase the 
“ real per capita income and thus the consumer market. Others will welcome any 
contribution to the development of overseas markets. 

Institutional facilities for overseas economic development, however, can be ex- 
tremely valuable to established business concerns. Overseas exploration and 
operation require financial resources and specially trained personnel which many 
oneerns do not have. These companies must then confine their approach to 
foreign markets and sources of supply to export and import trading—with all its 
current difficulties and disappointments. 

Numerous studies have been made of the problems encountered in international 
industrial cooperation, and it takes considerable courage for the head of an es- 
tablished concern to propose a program of overseas operations to his directors, 
inder present conditions. Joint ownership of overseas enterprises with indigenous 
interests is too often an exchange of one set of problems for another set of diffi- 
culties. Protection to patent rights is frequently most uncertain, and more than 
one corporation has found itself competing with its overseas subsidiaries. 

In the United States particularly, industry and finance have not found it neces- 
sary to search out opportunities abroad. Believing they have more to lose than 
they have to gain, many American businessmen are content to limit their activities 

) export and import trade, and to the auxiliary facilities this may require. Ina 
road sense, this lack of motivation has resulted in a cultural lag in American 
business which seriously impairs its competence to apply overseas its advanced 
technology of production. On the other hand, American corporate and industrial 
practices have much to offer other countries if opportunities are provided for a 
demonstration of their long-range merit. 

The proposed Institute of Economic Cooperation could not possibly maintain 
personnel on its staff qualified to manage all forms of enterprises organized by local 
development councils. Therefore, it must obtain such management services from 
established industries interested in participating in overseas productive operations. 
Full compensation for such management services would, of course, be paid by the 
operating corporation under the terms of a management agreement. Because 
such operating corporations are fully financed by the capital fund, no investment 
exposure by the management corporation is necessary—although desirable. An 
investment of machinery, equipment, patents, or other property can be made in 
exchange for shares in the capital fund, and the investment liquidated at any time 
desirable or necessary through the normal security markets. Machinery and 
equipment that is competitively obsolete in the American market can thus be 
pe aged by restoring its utility value in overseas areas. 

The institutional agencies for international economic development can serve 
established industries by affording them the opportunity to build an overseas 
network of locally owned concerns operating under franchises and patent leases 

und serving the local consumer market. This can be accomplished without any 
bunden on working capital, or without increasing corporate liabilities. During 
the decade that operating corporations are under the administration of a manage- 
ment corporation, it should normally be possible to enlist and train a management 
staff of local individuals. When they have demonstrated their capacity to carry 
yn the affairs of the operating corporation successfully, it can then be sold to 
them. An international network of independently owned concerns, operating 
under a continuing franchise with parent corporations, have already proven 
mutually profitable. 

Protection to patent rights is a responsibility of the local development council 
with the help of its government as set forth in the terms of the commission of 
authority. Thus the original licensee should be the council, which may then 
sublease these rights to operating corporations. During the term of such licenses, 
then, the patent owner is assured of responsible local policing and accounting. 
The local development council is also allowed to enjoy some revenue from this 
source to defray its expenses. 
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From the laboratories and research departments of established companies come 
a constant flow of new developments, technical improvements, better products. 
This progress is achieved at, a cost that is prohibitive for smaller and newer 
concerns, and could not be undertaken by operating corporations overseas, 
Nevertheless, they can be victims of the competitive obsolescence resulting from 
technical advances. This fact strengthens the bonds of self-interest between 
established concerns and their related overseas organizations. 


FROM THE VIEWPOINT OF GOVERNMENTS 


The essence of a political democracy, of course, is the right of anyone to express 
his views and exert his influence politically. Government administrators must 
be responsive to these expressions of public opinion and few dare to adopt long- 
range plans or policies that extend beyond their term of office. Furthermore. 
long-range benefits at the cost of heavy immediate sacrifices can beccme political 
suicide. This, basically, is the source of the frustration which attends the use of 
and reliance upon government agencies in economic affairs. 

The authority granted a local development council must stem from govern- 
ment, and the activities of the council must be accountable to government. 
The people, through their elected assemblies, cannot afford to place their trust in 
any instrumentality beyond their control. On the other hand, governments can 
be relieved of burdens which they are unsuited to handle, by reposing autbority 
and responsibility for international economie development in an institution of 
public trust under private trusteeship. 

The commission of authority granted by a government to a local development 
council of its own citizens should bear the approval of the elected representatives 
of the people. Executive decrees are expressions of particular administrations 
of governments and may not reflect majority support. Tbis is more than just 
® legal or political issue, for a basic premise of this program of private international 
cooperation through institutional service agencies is that their existence snd 
authority is derived from the living law concepts of the indigenous majority. 

Under the terms of the commission of authority, the grant or license can be 
revoked by the source of that authority. Government also has full control over 
development operations through its approval, or lack of approval, of project 
development surveys. Other privileges and authority are those frequently 
incorporated in special agreements with private concerns. All laws in e “ect at 
the time an operating corporation is formed apply to it as they apply to other 
enterprises. 

Public office holders throughout the world use much the same political meth- 
ods—rewarding their followers or supporters, and penalizing their political 
opponents. A local development council, however, cannot long survive if it is a 
tool of partisan interests. One of the important functions of the council as an 
institutional agency, is to provide a more permanent base for international co- 
operation than is possible through political agencies in a democracy. The local 
development councils are expected to be free of all partisan political relations and 
activities, and thus serve the public trust irrespective of changing political adminis- 
trations. 

Government officials can do much to encourage and initiate the proper organiza- 
tion of local development councils in their countries: Under some conditions, 
several such councils may be advisable in one country and their geographic limits 
must then be defined. Some initial financial support may be provided by govern- 
ments if it is free of any actual or implied obligation of a political character. 

In some areas of the world certain national resources are deemed the property 
of all the people, and the development of these resources confronts the government 
with decisions that frequently can be difficult and politically embarrassing. A 


local development council, as an institutional agency of public trust, affords an 
excellent solution of these problems. 


VII. Tae Commission or AuTHORITY 


It has long been recognized that the controls created by governments present 
obstacles that discourage international economic cooperation. These restraints 
are devices by which governments hope to obtain certain benefits or security. 
Even when there is a desire to modify them, it is difficult to decide on the degree 
of modification and the sound limits of immediate or progressive changes. 

It_is extremely unlikely that any government would remove all controls that 
handicap all kinds of international transactions and relations. Many have, on 
the other hand, modified their controls with respect to specific types of trans- 
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actions, and under special conditions with individual private concerns. But the 

steady flow of investment from one country to another, under conditions that are 
mutually satisfactory, is difficult to establish without demoralizing government 

controls of various kinds. This is a problem that has seriously handicapped 
nternational economic cooperation. 

The local development council, under the trusteeship of indigenous leadership, 
constitutes a trustworthy agency to which any government should be willing to 
grant the authority it needs for overseas cooperation. The responsibility that 
accompanies every authority is centered in a legal entity created by the Govern- 
ment and is carefully delineated in the suggested commission of authority. This 
sa license that attempts to define the conditions under which overseas relations 
between private interests can be conducted under long range policies that con- 
tribute to economic progress. 

The commission of authority granted to a local development council offers a 
means of removing some of the uncertainty that too often attends overseas opera- 
tions when they are subject to sudden changes in regulations, decrees, and govern- 
ment practices. The mere fact that a Government administrator possesses 

1uthority to change conditions vital to the success of private ventures, tends 
to make long range policies imprudent. Especially is this true when the injured 
party is quite likely to have uncertain recourse for damages. 

The — of the commission of authority suggested here is subject to re- 
vision and adaptation to indigenous cultural and legal practices, but the intent 
of its provisions are essential to its ultimate purpose as a license or grant of 
authority. Its terms and conditions also reflect the conclusions presented in 
previous sections of this manuscript. It is also intended to work within the frame- 
work of existing laws and should not require major changes of policies or practices. 


PREAMBLE 


The following introduction to the commission of authority is an expression 
and an admission of the basic public or general good inherent in the puprposes of 
the local development council as an institution of public trust. This is the 
political and legal justification for the grant of authority to it. 

‘Commission of authority granted this day of 19— to the ———— 
development council (hereinafter referred to as council) by — (bereinafter 
referred to as Government). 

Witnesseth: 

“Whereas, council is a body corporate created under the laws of Government 
and is chartered to organize and administer an expanding program of economic 
and social development in a manner that serves the common welfare; and 

“Whereas council desires to asseciate with other similar development councils 
in other countries, through membership in the Institute of Economie Cooperation 
and under the terms of a master agreement therewith which is, or shall be, filed 
as a public record with Government; and 

“Whereas Government hereby acknowledges that the purposes of council are 
in the public interest, and will reduce the burden of government, and will cultivate 
and protect the confidence of others who participate with and assist council to 
achieve its purposes; and 

‘Whereas Government reccgnizes and hereby acknowledges that these purposes 
of council require for their fulfillment the grant of certain authority by Govern- 
ment, and as Government desires to assist council as a policy in the public interest 
by extending to it such necessary authority under the terms and conditions here- 
inafter set forth; 

“Now therefore in consideration of the premises and mutual agreements herein 
contained, Government does hereby license and commission council as follows:”’ 


I. Definition of terms 


“Wherever used herein, the following words, terms, and phrases, shall be 
defined and interpreted as follows: 

“T-1 Institute shall mean the Institute of Economic Cooperation, a non- 
stock membership corporation organized under the laws of the United States of 
America, and whose charter and bylaws have been filed as a public record with 
government. 

“T-2 Capital fund shail mean the International Development Capital Fund, 
a regulated investment company organized under the laws of the United States of 
America, and whose charter and bylaws have been filed as a public record with 
government. 
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“I-3 Capital fund shares shall mean the capital stock issued by the Inter. 
national Development Capital Fund and offered for sale in the currencies of 
various countries. 

“I-4 Operating corporation shall mean any corporation, or other organization 
that is formed by council and which receives any or all of its capital by the sale of 
its shares to the capital fund. 

“I-5 Guest capital shall mean the investment of the capital fund in any 
operating corporation, and shall be measured by the amounts and kinds of cur- 
rencies paid by the capital fund for the stock purchased from operating corpora- 
tions. 

“I-6 Management contract shall mean an agreement to provide management 
or supervisory services for an operating corporation by the intsitute, or which 
is between the institute—acting as an agent for council—and another corporation, 
partnership, or individual. 

“T-7 Withholding fund shall mean any trust deposit of currency established 
by council in another country with the proceeds from the sale of exports by 
council or its operating corporations, which is pledged to the institute as a bond 
to gurarntee fulfillment of the provisions of the master agreement. 

“I-8 Indemnity fund shall mean a central reserve accrued by the institute 
from annual assessments of the council, and from other councils also members 
of the institute, for the purpose of indemnifying the capital fund for any loss 
to or impairment of guest capital wherever it occurs and from such causes as the 
institute may decide, including: uncompensated expropriation, political frustra- 
tion, civil commotion, and war.”’ 





IT. Operations 


The first provision is intended to establish all operating corporations as domestic 
companies, even though the council does not provide any of the capital required. 
Title to all property is vested in the council as a trustee, which conveys some of 
the responsibilities of a board of directors to the institute through the master 
agreement. By this means, management and operations are joined with inter- 
national capital resources. This articulation of financial and human resources, of 
international origin and scope, and in a manner intended to prevent either from 
dominating the other, is a significant characteristic of this program. 

“II-1 Organization of operating corporations by council is hereby authorized 
by government, and all voting shares issued by each operating corporation shall 
be owned by, and only by, council, which shall hold them in trust and shall 
constitute the board of directors of each operating corporation under the terms 
of the master agreement between council and the institute.” 

The next provision introduces the manner by which government exercises 
control over specific operations. There is no compulsion for the government to 
approve any operation, or for the council to activate it. Laws and regulations 
existing at the time approval is granted by the government apply to each enter- 
prise, and only subsequent changes may be avoided by the council if it believes 
such changes are injurious to the undertaking. This assurance of reasonably 
stable conditions is an important measure for protecting the confidence of overseas 
investors. 

“II-2 A project development survey shall be submitted by council to govern- 
ment containing such information about a contemplated undertaking as council 
shall desire to furnish, or which government may request, and if government shall 
approve in writing a project development survey, and if council then organizes 
an operating corporation to engage in the activities it describes, government hereby 
grants to council full freedom of authority and action within the limits of the proj- 
ect development survey and this commission of authority; and any statutes, 
regulations, decrees, or directives which become effective subsequent to the 
approval by government of the project development survey, shall not apply to 
the operating corporation or its activities if council then shall decide that the 
undertaking is adversely affected thereby.” 

Because the local development council is quite likely to have activities other 
than those of operating corporations, it is necessary to extend the ecmmission 
of authority to such indirect but important functions. Promotional, public 
welfare, and various services that contribute to general progress, are examples. 

“II-3 Undertakings of council, other than those of operating corporations, 
which properly come within the scope of its charter and bylaws, and the mainte- 
nance of any services and facilities required or desired by council for the execution 
of its funetions under this commission of authority and under its master agreement 
with the institute, are hereby authorized by government and shall receive the 
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same consideration, privileges, and rights as are granted to operating corpora- 
tions. 

The next provision emphasizes the importance of continuous overseas trans- 
actions to implement and protect private investment. 

‘J]-4 Exportation and importation of materials, products, parts, supplies, 
power, equipment, and services, is hereby authorized by government in such 
amounts, type, from such sources and to such destinations, as shall be set forth 
in the project development survey that relates thereto.” 

The principle that private investment must provide its own foreign exchange re- 
sources necessitates, also authority todoso. Therefore, the next provision enables 
council to create and maintain currency reserves, and enables the government to 
retain control over the source of such exchange balances through its approval of 
project development surveys. 

“II-5 Proceeds from exports sold in other countries by council, or its operat- 
ing corporations, or its agents, are hereby authorized by government to be re- 
tained and deposited by council in the currency of such other countries, and held 
therein for the account of council.” 

It would be quite impossible for the council, or the institute, always to provide 
each operating corporation with experienced management except under contract 
with qualified individuals and established concerns. Another provision, then, 
relates to the procurement of any payment for management services. 

“II-6 Management contracts are hereby authorized when made a part of, or 
addendum to, a project development survey and approved by government; and 
the compensation paid thereunder shall be subject to provision III-7 hereof.” 

\s the council, the institute, and the capital fund are all private institutional 
agencies of public trust, nothing less than a full, accurate, and periodic disclosure 
of their activities and results is sufficient. Furthermore, properly presented, 
such reports afford a most valuable vehicle of information required to merit and 
hold public confidence. 

“II-7 Annual reports shall be published by the council and distributed 
generally, and shall include a statement of the financial condition and operating 
earnings of each operating corporation after the first full year of its operation; 
and shall include a report of all income and disbursements, assets and liabilities, 
of council; and government shall allow the publication, advertising, and distribu- 
tion of such reports,” 

Another provision also recognizes the public trust character of the council 
and its activities, and relates to the necessity of furnishing and maintaining a 
complete public record of all major instruments and agreements. 

“II-8 A public record shall be established and maintained by government, 
of all management contracts, of the master agreement, of this commission of 
authority, of the charter and bylaws of council, and of all amendments and inter- 
pretations of any of the foregoing; and government shall enable any citizen to 
inspect such public record.” 

secause the council is responsible for the mobilization of local investment, it 
must likewise have the authority to promote the sale of capital fund shares. 
Thus local investors are assured of the same measure of risk and reward as foreign 
investors. Note that the proceeds from the sale, of capital fund shares must be 
spent locally. 

“II-9 Capital fund shares are hereby authorized to be sold by council, or 
its agents, and to any who desire to purchase them: and council shall not establish 
discriminatory qualifications for the purchase of such shares by any citizen of 
government: Provided, however, That the proceeds realized thereby shall be used 
by the capital fund to purchase capital stock of operating corporations, or to 
purchase from local enterprises owned by resident citizens of government, machin- 
ery, equipment, materials, capital goods or services, to be exported in payment 
of capital stock issued by operating corporations of other local development coun- 
cils which are also members of the Institute of Economic Cooperation.” 

The next provision is one which should be drafted, when needed at all, for each 
specific country. Its purpose is to eliminate discriminatory practices and regula- 
tions against foreign owned undertakings, and foreign personnel. 

“II-10 Operations and personnel of council, and its operating corporations, 
shall be free of any and all statutes, regulations, and decrees, which do not apply 
to other domestically owned companies and the personnel associated therewith.” 

The next provision relates to a matter that has been the source of some difficulty 
in the past. Such assurance to operating personnel is unnecessary but probably 
desirable in view of that history. 

“II-11 Wages and salaries paid by council, and its operating corporations, 
shall be at rates not less than those paid by others for comparable services, and 
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the provisions of this commission of authority shall not exempt council, or its 
operating corporations, from laws, regulations, directives, and decrees, of goy. 
ernment relating to labor, employment, or the conditions and rates thereof.” 

Many countries are deprived of technical advancements because of the inado. 
quacy of the protection afforded to patents, trade names, and trade-marks. 
The next provision is intended to assure owners of such property, that when 
council acquires them under lease, assignment, or sale, that government wil! 
enforce the terms of such possession. The property rights thus acquired by 
council may then be conveyed to operating corporations and their successors. 
under similar terms that should provide the council with a continuing source of 
Income. 

“TI-12 Patents, trade names, trade-marks, copyrights owned by, assigned to, 
or leased by council shall be protected by government and, on the complaint of 
council, government shall restrain others from appropriating, invading, or impair- 
ing these rights and property of council, or from causing public confusion or 
deception.” 

III. Financial 


This section of the commission of authority includes provisions which estab- 
lish authority and procedure with respect to financial transactions. Under the 
definition of guest capital (I-5), it becomes necessary to establish segregated 
currency control over capital investment of international resources. It is also 
necessary to define the length of time which such investment will be considered 
guest capital in any operating corporation. The subsequent disposal of operating 
corporations also requires distribution of any capital gains then realized. 
Although the council does not participate in dividend earnings from operating 
corporations, it does receive one-half the capital gains which would, of course, 
reflect the accrual of undistributed operating surplus. The first two provisions 
express the foregoing intentions. 

“III-1 Records shall be maintained by council of all capital expenditures of 
each operating corporation for the acquisition of capital assets and services, in 
a manner that indicates the amounts and kinds of currencies represented by or 
omgeret in such capital transactions; and council shall provide government 
with a copy of its records at the request of government. 

“III-2 Sale of each operating corporation shall be offered by council within 
10 years from the date of incorporation, but should council be unable to con- 
clude such sale in a manner satisfactory to council within the initial 10-year 
period, this term shall then extend an additional 5 years, and any further exten- 
sion thereafter shall require the specific authority of government; and should 
the proceeds from the sale of an operating corporation exceed the guest capital 
invested therein, one-half of such excess shall be identified as ‘exportable capital 
appreciation.’ ”’ 

Inasmuch as the only reliable method of overcoming the exchange problem 
involved in the exportation of earnings on investments by foreigners, and the 
repatriation of overseas investments, is to include as an integral part of such 
investment programs the creation of necessary foreign currency resources, it is 
obviously important to have the authority to do so. The understandable desire 
of government to assist in meeting foreign currency requirements should not, 
however, establish a precedent that may be used to nullify this authority of 
council. A definition of withholding funds referred to in the next provision will 
be found in I-7. 

“III-3 Withholding funds are hereby expressly authorized by government 
and designated as free from all exchange control regulations and statutes, and 
such deposits may be used by council to satisfy the currency conversion require- 
ments as provided herein, and should government voluntarily employ its foreign 
exchange balances or reserves for such purposes, this provision shall not be waived 
by its act.” 

The next four provisions relate to different categories of exchange and exporta- 
tion transactions. The first implements the reemployment principle of guest 
capital by authorizing repatriation of initial guest capital only for the acquisition 
of capital resources needed by new operating corporations of the council. Guest 
capital is thus a permanent capital resource of the area where it is initially in- 
vested, and its reemployment in subsequent cycles requires the accumulation of 
equivalent foreign currency balances during each term of guest capital invest- 
ment, Certain undertakings of council will not be able to create foreign resources, 


whereas other operating corporations will. Proper long-range planning is obvi- 
ously important. 
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“I[I-4 Conversion and exportation of guest capital is hereby authorized by 
government . other currencies in the same ratio that each is represented in the 
record (III-1) of guest capital, after such guest capital has been liquidated as the 
result of the ue (111-2) of an operating corporation, provided, however, that such 
conversion and exportation are transactions for the acquisition of capital assets 
of al operating corporation, or by council. 

III-5 Conversion and exportation of exportable capital appreciation is hereby 
authorized by government, to other currencies in the same ratio that each is 
represented in the record (III-1) of guest capital. 

[1I-6 Conversion and exportation of dividends which are declared by operat- 
ing corporations on the shares thereof that are owned by the capital fund, is hereby 
authorized by government to other currencies in the same ratio as the number of 
capital fund shares sold in each currency bears to the total number of all capital 

d shares sold—as last reported to government by the institute. 

“III-7 Conversion and exportation of payments on imported materials, goods, 

1 pplie 8, power, products, and services, as authorized under II—4 hereof, is hereby 
authorized by government to other currencies within the limits established in a 
project development survey.” 

Contributions to a central indemnifying reserve by the council require another 
provis ion. 

[11-8 Conversion and exportation of indemnity fund assessments is hereby 
authorized by government, to gold, to other currencies, to metals or materials 
acceptable to the institute; provided, however, that the annual contribution of 
council to the indemnity fund shall not exceed 1 percent of the aggregate guest 
capital invested in all operating corporations of the council.” 

Changes in the rates of exchange—or the relative value of different currencies— 
are sometimes necessary or desirable, but they are invariably disturbing to invest- 
nents of international resources. The actual ratio between currencies is not 
early so important as an assurance of stability—-that the same standard will 
apply to movements in either direction and at different times. Otherwise, the 
confidence of investors cannot be attracted or protected. Only by fixing the rates 
if exchange during the cycle of guest capital investment is it possible to employ 
long range operating policies so vital to real economic progress. 

“III-9 Rates of exchange used in conversion transactions that come under 
provisions III—4, I1I—5, and III—6 hereof, shall be those rates with respect to other 
countries that are in effect on the date that each operating corporation is in- 
corporated; and the rates of exchange used in conversion transactions that come 
inder provision III-7 hereof, and the rates used to establish the amount or value 
of reinvested guest capital, shall be those rates with respect to other currencies that 
are in effect on the date of the transaction.” 

The next provision relates to the practice of many countries to regulate the 
exportation of investment earnings. This is a device used to compel reinvestment 
of earnings that might otherwise be lost through export. In a program of guest 
capital investment involving cyclical reemployment of outside financial resources 
as a permanent local resource, there is no justification to limit the exportation of 
earnings. Furthermore, long range management policies are likely to reduce 
actual earnings, which should not be effected by further limitations. There is a 
tendency, also, to inflate the value of capital contributions when earnings are 
expected to be limited to some ratio of invested capital. The peculiar character 
of this system of international economic cooperation merits modification of 
customary control methods. 

“III-10 Dividends paid on shares of operating corporations that are owned 
by the capital fund shall be limited by council to not more than two-thirds of the 
annual earned net profit, or to 15 percent per annum of the guest capital invest- 
ment, whichever shall be larger for each individual operating corporation.”’ 


IV. Public services and facilities 

This section of the commission of authority affords recognition of the direct 
contributions to the general welfare which result from long-range management 
policies. This characteristic of international cooperation is not a philanthropic 
feature for the purpose of relieving distress. It is an altruistic approach to the 
solution of basic economic and social limitations which seriously impair economic 
progress—which invariably limit profits over the long term. Little is accomplished 
by advertising, or by printing directions for the use of products, if the majority 
are unable to read. Increased plant production is unlikely if employees suffer 
from chronic ailments. In many parts of the world these are unavoidable manage- 
ment responsibilities which cannot be ignored. 
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“TV-1 Services and facilities which will contribute to the general public 
welfare, improve public or personal health, provide public educational, cultural 
or recreational opportunities, inerease productive capacity, conserve natura] 
resources, and such other activities as council may decide are in the public inter- 
est, are hereby authorized by government to be created, maintained, and 
administered by council.” 

The expense of public welfare undertakings, no matter how justifiable and 
necessary, are invariably excessive for individual enterprises. On the other hand. 
a complex or group of enterprises can frequently undertake joint support of 
activities without incurring serious penalties. Also, expenses involved in public 
service facilities are the primary concern of the council and the reason for pro- 
viding the council with several sources of revenue. Important, too, is the fact 
that all such activities are under indigenous leadership, and is not a cultural 
invasion promoted by foreign interests, 

“IV-—2 The cost to create and maintain the public services and facilities of 
council shall not be an obligation of government, and government hereby author- 
izes council to use its resources, earnings, and contributions received, to defray 
such expenses.” 

Tax relief of new enterprises is frequently justifiable if local tax revenue js 
inadequate to support the public services and facilities such enterprises need, 
Particularly when private undertakings make a direct contribution to the support 
of public services is this true. 

“IV-3 Taxes, duties, and levies and any other direct payments to government, 
its subdivisions or agencies, that are made by council or its operating corporations, 
shall be refunded annually by government to council in a total amount. not 
exceeding, however, the aggregate expenditures of council for the creation and 
maintenance of public services and facilities during the same period.” 

The final two provisions of this seetion are intended to define the authority 
and thus the responsibility—for the conduct of public welfare operations. Sound 
publie relations are especially important in international relations. The Indige- 
nous majority who determine the living law concepts of the area, must recognize 
and understand the contribution being made to their personal economic and 
social progress. Qn this recognition and understanding rests the safety of invest- 
ments from Overseas sources, 

“TV—4 Identification of any and all public services and facilities shall be 
determined by council, and government hereby authorizes the use and display 
of such identification as a sign, symbol, mark or name, as the exclusive property 
and right of the council. 

“TV-5 Location and nature of all publie services and facilities shall be deter- 
mined by council, and government hereby agrees to refrain from exercising any 
political or administrative pressure or undue influence on council in the conduct 
of such activities.” 


V. Remedies 


The provisions of the commission of authority that relate to remedies and 
adjustments are important not only to the council and the government, but also 
to the Institute, the capital fund and to its stockholders in all countries. The 
confidence and resources of those who have placed their trust in the validity of 
agreements made possible by this grant of authority, must be protected. 

It may prove helpful, here again, to review parts of section II relating to the 
general characteristics of any international pattern of private relationships de- 
signed to minimize disappointment and disagreement, or the possibility of irrecon- 
cilable issues. When the ultimate objective of this entire program is the creation 
of new enterprises and to convey them to local private ownership, there would 
appear to be little risk of expropriation. If actual economic progress results 
from the employment of international resources, it seems incredible that political 
leadership would risk its termination. But, contention rarely is a logical develop- 
ment, and so provisions must be incorporated in the commission of authority 
which establish the procedures to be followed under various circumstances. The 
legal penalties common to intranational contracts are of slight value without an 
international agency of enforcement. The practical remedies are largely those 
of forfeiture and noncooperation. 

The first 3 provisions offer 3 different procedures in seeking a solution to an 
unanticipated issue. The right to revoke any license or grant of authority is 
inherent in the source of that authority—the government. for this reason, a 
commission of authority which is a legislative instrument or grant, assures 
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greater stability than one which is an executive instrument. Because the Institute 
acts as an agent for other local development councils, and for the capital fund, 
with respect to the contractual commitments of each council, this functional 
purpose is recognized in the commission of authority by giving the Institute an 
opportunity to evaluate any changes in its terms from the point of view of other 
local development councils and the capital fund. 

V-1 Inability or unwillingness of either council or government, or both, to 
comply with any provision of this commission of authority shall be promptly 
communicated by council to the Institute; and the government, council and the 
nstitute shall each appoint a representative empowered to reach a solution, 
compromise, or substitute provision within 90 days after the date of notice to the 
Institute. 

“V-2 Government may revoke this commission of authority by giving written 
notice thereof to council and the Institute within 90 days after government sha!l 
have either 

“(a) Obtained by commonly practiced legal process from its court of 
highest jurisdiction, a decision that the operations or activities of council are 
not in the public interest; or 

““(b) Established by regular legislative process by its elected assembly, that 

a state of national emergency exists. 

“V3 Government may amend any provision of this commission of authority 
by giving written notice of the change it desires to council and to the Institute, 
and such amendment shall become effective upon receipt by government of 
written acknowledgement of its acceptance by both council and the Institute.”’ 

If the foregoing procedures are abortive of satisfactory results, the next pro- 
vision defines the situation then existing as a condition of default. 

“V—-4 A condition of default under this commission of authority shall exist, 
and be so declared by written notice from the Institute to both council and govern- 
ment, and to all other member councils of the Institute, whenever 

‘(a) Under provision V—1 no solution, compromise, or acceptable sub- 
stitute provision is reached within 90 days after the date of notice to the 
Institute; or if government, council, or the Institute thereafter shall fail to 
comply with such solution, compromise, or substitute provision; or 

“(b) Under provision V—2 this commission of authority is terminated by 
government; or 

‘““(e) Under provision V-3 an amendment of any provision of this commis- 
sion of authority desired by government is not accepted or acknowledged by 
council or the Institute.”’ 

The next provision establishes the responsibilities of both government and 
council growing out of a condition of default. This terminates the program of 
economic cooperation and liquidates the investment of international resources 
through conveyance of all assets to government. The purchase of locally owned 
capital fund shares by government is a standby offer to reassure local investors 
whose shares will be invalidated by the capital fund if government fails to meet 
its obligations to the capital fund. 

“V—5 When a condition of default exists under this commission of authority, 
and has been so declared by the Institute: 

“Government shall 

‘(a) Offer to purchase all capital fund shares which council shall have sold, 
from the owners thereof; and 

‘(b) Purchase all shares of operating corporations that are owned by the 
vapital fund, with gold or United States dollars in New York; and the price 
paid shall be the total of guest capital and one-half of the earned surplus of 
each operating corporation; and 

“Council shall: 

“(a) Submit its resignation as a member of the Institute of Economic 

Cooperation ; and, 

““(b) Terminate its master agreement with the Institute in a manner that 
conforms to the terms thereof; and, 

“(c) Convey title to Government to all shares of operating corporations, 
and all other evidences of ownership thereof.” 

The final provision of this section establishes the authority of the council to 
pledge as a performance bond, its overseas assets: 

“V—6 To guarantee Government’s liability under provision V—5 hereof, coun- 
cil is hereby authorized to pledge as security to the Institute any and all of its 
assets in other countries.” 
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VI. General 


SuMMARIZE 
The final section of the commission of authority relates to those matters of a 


general, but nonetheless important, character. In some countries, more than 2 
one council may be established: 
“VI-1 General area of operations of council is hereby authorized and described 1. 
by Government as: * * * ” 1. In ce 
It is also important to provide certain standards of human values in the opera- ; 
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tions and activities of the council, and to prevent the council from becoming 
involved in local affairs of a nature foreign to the purposes of the council. 

“VI-2 Political and religious activities shall not be engaged in, supported by, 
or encouraged by council, its operating corporations, or the personnel thereof in 
such capacity; and council shall administer its services, facilities, and operating 
corporations in a manner that does not discriminate against or favor partisan or 
sectarian viewpoints or efforts, nor in a manner that may limit or favor any 
person because of his or her nationality, sex, race, religion, political views, social 





or financial status, parentage, or education; and Government hereby authorizes se 
council to establish such policies and to take such action as it may deem necessary z sumber 
to comply with this provision.” ™ 4 Thr 
Another provision relates to the agency relationship with the Institute required United S 
to activate the international aspects of economic cooperation with other councils + dustria’ 
and the capital fund. o uipmer 
“VI-3 Appointment as agent of the Institute of Economie Cooperation by ie whi 
council is hereby authorized by Government, and the privileges and authority sn 5 Th 
herein provided may be conveyed to the Institute by council to the extent pro- ddresse 
vided by the terms of the master agreement and approved by Government. ee sorter: 
“In witness whereof the Government and council have caused these presents es ; 
to be executed by their duly authorized officials and their seals to be hereunto i. SUMM 
affixed and attested, all as of the day and year first written before.” 
General 
ey 
WasHINGTON INDUSTRIAL ResearcH Consu.tants, INc., rency, P 
Washington, D. C., October 6, 1958. underta 
Hon. Homer E. Capenart, Policy 
United States Senate, Suite 241, Washington, D. C. wherein 
Dear SenaToR Capenart: Reference is made to your letter of September 3 best Un 
to Mr. Allen Walker, the Director of our International Division, pertaining to the 2. W 
activities of the Export-Import Bank and the International Bank for Reconstruc- expansl 
tion and Development. of the I 
The interests and objectives of your committee, in accordance with Senate | 
Resolution 25, are fully understood. Indeed, the record of this firm, and partic- 
ularly that of Mr. Walker, clearly indicates our long expressed desire that the pr 
Congress carefully explore the policies and operations of these two banks toward 
their more effective operation, and toward an expanded international trade— The ba: 
both directed to United States interests. 3 C 
To be as concise and objective as possible, and except for the first question, jane 
we are not going to answer each of your questions directly. In the attachment, ea 
the interests of this firm are explained and our observations and points of view— - - 
in the light of our experience—are summarized in response to your request. eae 
It is therefore suggested that this letter and its enclosure be made available to such @ 
your committee, to the appropriate individuals within the executive departments Basic , 
and agencies present during the initial meeting on September 15, and to the mem- 4.1 
bers of the splendid Advisory Committee you have assembled, f towar 
It is requested that Mr. Allen Walker—both as a member of this firm, and as ing le’ 
chairman of the American Manufacturers’ Foreign Exchange Committee—be down 
permitted to testify before your committee during the hearings on this matter. and e 
I should like to congratulate you, and the other members of the Senate Banking a 
and Currency Committee and your staff on the excellent beginning toward the 0: 
resolution of a highly complex matter of tremendous importance—to basic United relati 
States interests; to United States industry; and last, but not least, to labor and capac 
the availability of jobs. sumit 
Respectfully, - is red 
Danret Cox Faney, Jr., 6. 
Vice President, finan 
Unit 
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SUMMARIZED ANALYSIS FOR THE SENATE COMMITTEE ON BANKING AND CURRENCY 


Prepared by Washington Industrial Research Consultants, Inc. 


1. THE INTERESTS OF THIS FIRM IN AN EXPANDED INTERNATIONAL TRADE 
1. In connection with the provision of management and financial counsel to 
United States business and industrial clients, we have developed a specialized 
service for United States exporters of capital equipment whereby they are shown 
how they can procure payment in dollars upon the shipment of such equipment 
abroad. 

2. Such advice and counsel provides ways and means for the conversion of 

soft currency” into dollars and for medium-term foreign exchange credits (3 to 
5 years at 5 to 6 percent). Also we advise our clients of bona fide foreign machin- 
ery and equipment requirements that come to us in the course of our operations. 

3. In such a specialized activity, we have developed an extensive working 
relationship with both the Export-Import and the World Banks, as well as with 
a number of private sources of export credit financing. 

{. Through visiting foreign missions, the various Embassies in Washington, 
United States departments and agencies, and various United States and foreign 
industrial sources, we have developed a considerable current awareness of foreign 
equipment requirements in friendly countries—particularly that type of equip- 
ment which would increase the productivity of the recipient industrialists. 

5. Thus the interests and observations of this firm are clearly based upon and 
addressed to the interests and requirements of United States manufacturing 
exporters of capital goods. 


II. SUMMARIZED PROBLEM, OBSERVATIONS AND CURRENT MEASURES—IN THE LIGHT 
OF THE EXPERIENCES OF THIS FIRM 
General 

1. This summary, prepared for the Senate Committee on Banking and Cur- 
rency, pertains to but one facet of the overall international trade complex being 
undertaken in a comprehensive way by the Commission on Foreign Economic 
Policy under Clarence Randell. It is, however, a most significant facet——and one, 
wherein a solution is readily available which would appear compatible with the 
best United States interests of both Government and industry. 

2. With emphasis on the Banking and Currency Committee’s reference to an 
expansion of international trade, as it may relate to the operations and policies 
of the Export-Import and World Banks, we—in the light of our experience—are: 

(a) Stating the basic problem; 

(b) Presenting the basic facts and reasoning toward an answer to the 
problem; and, 

(c) Suggesting certain corrective measures. 


The basic problem 


3. Currently, the consummation of any international sale—particularly as 
concerns a United States export sale—requires an effective financial mechanism— 
for exchange and/or credit arrangements. From the point of view of the United 
States international trader—particularly the United States exporter—there is 
such a mechanism, but it is not working in a satisfactory manner. 


Basic facts and reasoning 

4. There are increasing indications within the United States that we are moving 
toward a domestic buyer’s market. In addition, we are encountering a diminish- 
ing level of exports. For the first time in many years, United States exports are 
down to the level of imports—if one discounts the various United States military 
and economic aid programs. 

5. United States productive capacity is currently high. We want to keep it 
so, and thus require reasonable export outlets, as well as a continuation of a 
relatively high level of domestic consumption. Since the national production 
capacity in most machinery and equipment lines well exceeds the domestic con- 
suming power, foreign market outlets have become imperative. The alternative 
is reduced earning power, unemployment, and lower tax revenues. 

6. Despite foreign competition—particularly as concerns prices and term 
financing—there is a strong demand in all friendly areas of the world for basic 
United States machinery, equipment and commodities. 

7. From the point of view of the United States manufacturing exporter of 
capital goods, this situation presents two somewhat ironical factors. 
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8. First, our exporters know that this foreign demand can be satisfied by would- 
be importers, who have the money or the credit (in their own currencies) to pay for 
such imports. The catch is that no easy means exists whereby these would-be 
importers may convert their money or their credit into dollars—without which the 
exporter cannot consummate the sale. 

9. Second, our exporters are fully aware of the enormous sums of money being 
used abroad to provide military assistance, for rehabilitation and for the stabiliza- 
tion of the economy of friendly areas throughout the world—all as a means of 
stopping communism. While appreciating the reasoning behind these tremendous 
expenditures, our exporters recognize that United States governmental aid abroad 
must eventually be curtailed. They feel very strongly that private enterprise and 
international trade—with a normal profit motive—could go a long way to replace 
governmental aid, and still satisfy basic United States objectives. Concurrently, 
they are seeing their export markets diminish at an alarming rate. They note 
with varying degrees of alarm, envy and frustration the subsidies, insurance, 
convertibility and credit facilities being provided their foreign competitors by 
their home governments—the same ones being aided by the United States, partly 
supported by United States exporters’ tax contributions. ; 

10. Both of the above factors—i. e., foreign ability to pay (in their own curren- 
cies) and United States subsidization of foreign competition—could be overcome 
if United States exporters had an effective financial mechanism for exchang; 
and/or credit arrangements. 

11. To add to the irony of the situation, the United States—for its exporters 
and importers—has such a mechanism in the Export-Import Bank. The statutory 
terms of reference for this bank as they now exist would permit far more effective 
exchange and credit arrangements than are presently available. The bank’s past 
performance since 1934 is impressive. It has been conservatively run, returning 
substantial profits to the Treasury, while at the same time establishing a reserve 
(out of profits) of $295 million as of June 30, 1953. However, except for general 
development type financing, at the request of foreign governments, the recent 
record of the Export-Import Bank shows a decided propensity to avoid export 
financing on the request of United States manufacturing exporters. The compari- 
son during the 18 months ending June 30, 1953, is a striking one—$523 million for 
general development programs, as against less than $0.6 million for export credits 
in response to applications from United States manufacturers. 

12. As to why the Export-Import Bank is not functioning, available evidence 
generally points to the Treasury as “soft pedaling’ the bank’s activities. This 
negative attitude on the part of Treasury goes considerably beyond norma! 
banking cautions and certain bureaucratic procedures. Treasury, through its 
chairmanship of the National Advisory Council (which passes upon each applica- 
tion to the iendit-Import Bank) has a considerable degree of control over the 
Export-Import Bank. Treasury's policy would appear to be motivated by the 
following: 

(a) That funds used by the bank are a charge against the public debt 
(which is already too high); and, 

(6) That as one means of reducing the public debt, the bank’s activities 
should be curtailed. 

13. Granting that there is an immediate “book charge’ against the public 
debt, the Export-Import Bank has been conservatively managed; and, over the 
years, has returned a substantial profit to the Treasury—in addition to its sizable 
reserve, set aside from profits. 

14. Thus Treasury interests in managing the public debt may have overshad- 
owed Commerce's responsibilities (Commerce is a member of the NAC) in 
pressing for an effective Export-Import Bank as a financial mechanism for 
United States manufacturing and commodity exporters. State, also a member 
of NAC, has been noticeably more successful in pressing for loans through the 
Export-Import Bank (on the application of, foreign governments) for political 
purposes. Neither Treasury, Commerce, State, nor the Foreign Operations 
Administration—each with their separate interests—would appear to appreciate 
that overall United States interests—both domestic and international—might be 
better served if private enterprise and international trade could begin to replace 
United States governmental aid abroad. Certainly not the only way, but one 
significant step in that direction could result from an active Export-Import Bank, 
operating substantially upon the requests of United States private enterprise. 

15. There are three other significant factors which further contribute to the 
impasse faced by United States exporters: 
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(a) Neither United States nor foreign commercial banks will engage in 
export financing in behalf of the United States exporter on any basis which 
enables him to compete with terms offered by European and Japanese 
competition, 

(6) Current dollar shortages abroad have resulted in many foreign artificial 
regulations and barriers, pertaining to imports and the release of dollars for 
their payment. 

(c) Protective tariffs—here and abroad—raise a most controversial issue 
that has thus far not been susceptible to a solution—satisfactory to all 
concerned. 

16. The impact of all of the above is obviously bad—within the United States, 
and as between the United States and other friendly areas. The domestic chain 
reactions of falling United States business levels, reduced employment and lower 
evel of consumer buying, if bad enough, could pave the way for the depression 
hopefully predicted by the Soviets—thus lowering United States prestige and 
weakening the collective security of the free world. 

17. Thus the various difficulties within this single facet of the overall inter- 
national trade complex retard the export of United States capital goods and basic 
commodities—so badly needed in friendly areas of the world whose economic 
capacity we seek to build up as a bulwark against communism. 





MEASURES 





CORRECTIVE 








18. Reasonable and obvious corrective measures require an effective Export- 
Import Bank; and, in a closer working relationship—toward United States 
nterests—between the Export-Import Bank and the United States participation 
n the 54-member Nation World Bank. Although the World Bank is a multi- 
ateral organization; and is not exclusively dedicated to United States interests, 
he size of United States contributions (directly from the Treasury, and from the 
sale of bonds in the United States market, backed by Treasury guaranty) would 
fully warrant substantial attention to United States interests. 

19. An effective Export-Import Bank— in full compliance with its existing 
terms of reference—requires among other things that a greater emphasis be placed 
ipon satisfying valid short-term exchange and credit requirements of United 
States exporters and importers, in order that they may be provided the basis of a 
continuing flow of business. As concerns the Export-Import Bank, and more 
specifically: 

(a) The bank’s operating funds should be expanded as required to permit 
it to satisfy an increasing number of valid applications from United States 
exporters and importers. Such an expansion of operating funds, rather than 
coming directly from the Treasury, could possibly be handled through an 
issuance of export-import securities for public subscription; and/or, by care- 
fully devised arrangements between the Export-Import Bank and United 
States commercial banks—whereby the commercial banks could participate 
in financing export credits on terms attractive both to the commercial banks 
and to the exporters and importers. 

(6) The bank should be empowered to make bilateral agreements with 
selected countries, as an inducement for them to terminate their artificial 
trade and exchange barriers and put their financial houses in order. 

(c) The bank should be empowered to administer a system of export 
credit insurance—somewhat along the lines of that followed by the British. 

(d) The bank should promptly provide preliminary commitments (subject 
to full verification of the facts) to United States exporters of capital goods, 
as to bids on equipment supply contracts offered by responsible foreign gov- 
ernments; and as to all valid export-import credit applications. The bank 
should likewise speed up its processes whereby a firm commitment may be 
provided. 

20. The National Advisory Council should not review each Export-Import 
Bank application. Rather the NAC, in its responsibilities to the President and 
to the Congress, should assist both the Export-Import Bank and the United States 
member of the World Bank in better integrating their actions toward more effec- 
tive results in the overall United States ‘iterest—including an expansion of inter- 
national trade. 

































































